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CORPORATE HISTORY 


Hurricane Hydrocarbons Ltd. is an international energy corporation 
engaged in/the aquisition, exploration, development and production of 


oil, primarily in the Republic of Kazakhstan. 


The Company has been involved in joint-ventures in-Kazakhstan since 


1991 and participated in the country’s first major oil and gas privatization 


Yuzhneftegaz, now renamed Hurricane Kumkol Munai (HKM). 


Hurricane owns proved plus probable reserves which have been 
independently assessed at 429 million barrels. Production of sweet, 
light crude is sold in the Kazakhstani market. Exports to 


China and Turkmenistan are planned for 1998. 


The Company’s success comes from the joining of strong 
western financial support and technological expertise with 
the skilled workforce and rich resources of Kazakhstan. 

Hurricane also maintains a strong commitment to 


supporting the communities in which it operates. 


Hurricane Hydrocarbons Ltd. is listed on the Alberta (ASE) 
and Toronto (TSE) stock exchanges under the trading 
symbol HHL.A and on Nasdaq under the symbol 

HHLAE Hurricane is a member of the TSE 


300 and the TSE 200 composite indices. 


in November 1996. Hurricane purchased a state-owned oil production company, 


= 


1997 ACHIEVEMENTS 


Increased net income from $11.9 
million in the first six months of 1997 
to $15.8 million in the six months 
ended December 31, 1997, 


Increased proved plus probable 
reserves from 389 to 429 million 
barrels and proved reserves increased 
by 56 per cent, thus increasing the 


overall quality of the reserves. 


Successfully brought the South Kumkol 
field onto production. The 100 per 
cent owned field has proved plus 
probable reserves of 28 million barrels. 


Formed a joint venture with the 
Eastern Gate Company of Kazakhstan 
to complete a rail transshipment 
terminal to facilitate export of crude 
oil into China. The terminal, 
located at Druzhba on the 
Kazakhstan-China border, will be 
completed in the third quarter of 
1998 and will have an initial 
throughput capacity of 20,000 
barrels of oil per day (bopd). 


Met commitments to Kazakhstani 
employees to cover unpaid salaries 
and outstanding pension fund 
obligations as per the share sale 


purchase agreement. 


On November 19, 1997, Hurricane 
was listed on the Nasdaq National 
Market under the trading symbol 
HHLAE 


Completed a debt offering in the 
| United States of $105 million, on 


November 7, 1997. The proceeds are 


being used to accelerate the Company's 
production and development, and to 


increase reserves. 
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FINANCIAL HIGHLIGHTS 


Six months ended Year ended 
Dec 31 1997 Dec 31 1997” 
(unaudited) 


($ US millions except per share amounts) 


Be ssPReveriticw: scpee sor etna ern eee 94.8 168.3 
esl Plow genase 2, Regen erere se 32.0 58.0 
asic Per Snaie Gao on cocnondoucac 0.75 352) 
INGelncome mp ete erie eee ee reer 15.8 27.8 
Basie Ber Slane (3) 5 eo560c0ccanc0ne 0.37” 0.65 
Capital Expenditures a eee 47.3 69.4 
Sharcholders; Equity ose ae 130.9 130.9 


Figures for the year ended December 31, 1997 were compiled from Hurricane’s unaudited quarterly reports. The 
comparative figures contained in the audited financial statements are for the year ended June 30, 1997 which 


included seven months of operations of Hurricane’s subsidiary, HKM. 


® Per share amounts for both periods are calculated based on 42.8 million being the weighted average number of 


shares outstanding during the six months ended December 31, 1997. 


OPERATING HIGHLIGHTS 


Six months ended Year ended 
Dec 31 1997 Dees 1997; 
Production = daily average =-.......-. 46,678 45,525 
US $/barrel of oil equivalent 
INetlncOmen a esr ee ee ae 1.80 ye 
Gash Flow sey eee aes ane cor ter meee 3.60 3.69 
EBID DA ie et ee eee 5.09 5.65 


The figures for the six months ended December 31, 1997 were impacted by higher average royalty rates and 


higher interest costs. 


RESERVE HIGHLIGHTS 
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Hurricane’s operations in Kazakhstan require communicating inthe Russian, 
English and Kazakh languages. The words you see screened in the background 
of this annual report are the spelling of our company name in Russian — 


XappukeuH is Hurricane, XaujppoKapOouc Jiry. is Hydrocarbons Ltd. 


TO OUR SHAREHOLDERS 


JOHN J. KOMARNICKI 
President & 
Chief Executive Officer 


Hurricane Kumkol Munai, 

and most Kazakhstani and 

North American companies 
have a December 31 year end. Hurricane 
changed to conform to this standard. 


Hurricane has been at home in Kazakhstan since 1991 and our growth over the 


years has been deliberate and strategic. We studied the hydrocarbon resources in 
Kazakhstan and knew we wanted to be independently located, yet near essential 
infrastructure. Our choice of the South Turgai Basin, in east central Kazakhstan, 
has given us reserves of 429 million barrels of oil, a strong local workforce, and 
reliable connections to transportation, refinery and electrical infrastructure. These 
assets, added to our unique position as principal operator in the area, position 


Hurricane as a leading force in the emerging oil industry of Kazakhstan. 


Hurricane continues to be successful in Kazakhstan because we support the 
country's plan to become a thriving market-based economy. Kazakhstan's 
privatization plan has two central goals — to encourage the investment of capital 
and technology to develop the country's resources, and to address social and 
economic needs. Hurricane's investment in both the technical and social goals of 
the country has created a powerful formula to meet investors’ needs for low 


cost/low risk exploitation of fields and the country’s need for long term prosperity. 


_ Why does Hurricane 
report in United States 


As Hurricane is an international 

_ company and our operations are 
i 2 primarily denominated in US 

dollars, we chose to report in a consistent currency. 


| _ Why did Hurricane 
_ introduce the shareholders’ 


' rights plan? 


If an offer were made it 
‘__ would allow additional time 
J _\ for directors and shareholders 
to assess the offer and to assure the offer is 


made to all shareholders. 


_ What does the Canada- 
| Kazakhstan Tax Treaty 


—y | mean for Canadian 
investors in Kazakhstan? 


This treaty avoids double 
taxation by coordinating 
J \ the tax systems of the 

two countries. It also provides a reduced rate 
of withholding tax on dividends paid from 


Kazakhstan to Canada. 


Hurricane Hydrocarbons Ltd. 


I recently received a letter from Kazakhstan's President Nursultan Nazarbayev 
acknowledging the contribution Hurricane has made to the country. He writes, 
"I am sincerely grateful to you for your active work in developing the natural 
resources of Kazakhstan and impressed by the results you have achieved in such a 
short time. In my opinion, the fruitful activities of Hurricane in our country have 
confirmed our decision to seek mutually beneficial cooperation with developed 
countries, to seek foreign investment and to create favorable conditions for 


investors to enter the Kazakhstani market." 


The government's privatization plan has proven successful in developing the 
economy of Kazakhstan as is evidenced in President Nazarbayev's economic 
report for 1997. The tenge, the local currency, has been stable for more than two 
years, foreign investment is up 20 per cent, inflation is down to 12 per cent and 
the political and economic structure continues to look strong for the future. The 
country's GDP rose 2.5 per cent. A growth rate which, according to the World 


Bank, is the highest of the Commonwealth of Independent State countries. 


For Hurricane to prosper in Kazakhstan, we have had to be resourceful, 
determined and take a hands-on approach. To resolve the challenges of servicing 
our remote location at Kumkol, we have maintained the infrastructure 
departments created by the former management. These construction, drilling and 
agriculture departments serve our operations in a timely and cost effective 
manner. We are working on turning these divisions into viable profit centres to 
serve the needs of Hurricane, our joint venture partners, the community and 


other companies. 


We are also committed to continuing to use the skilled local workforce. We have 
complemented this workforce with a strong team of experts to provide additional 
leadership and training. Our intensive management training program, coupled 
with technological upgrades, is creating a workplace that is safer and more 
efficient. We encourage local employees to actively participate in the changes and 


we applaud their innovation and initiative. 


Looking Forward 


Our strategy for success in the coming year is a two-pronged plan to increase 
production and realize stronger netbacks from our sales to both domestic and 


international markets. 


Production has grown steadily from 41,500 bopd when we acquired the company 
in December 1996 to more than 58,000 bopd by the end of 1997. Our target is 
to end calendar year 1998 with a daily production rate of 90,000 bopd. We 


must be aggressive in our production, drilling and construction activities to meet 


Hurricane has a strong financial 
position including favorable debt 
coverage ratios. Cash flow was 
strong during 1997, and is 
forecasted to increase during 1998 
due to increasing production and 
crude sales prices, and decreasing 


operating costs. 


this objective. In pursuit of this goal, we have established a maximum 1998 


capital budget of $169 million. 


In addition to the recent activities in the South Kumkol field, we plan to drill 
more than 60 additional wells in 1998. We have increased proved plus probable 
reserves, as at January 1, 1998, from 389 million barrels to 429 million barrels. 
In addition, the proved reserves have increased to 239 million barrels from 153 
million barrels, an increase of 56 per cent. The recent expansion of our Central 
Processing Facility will be followed by additional construction to achieve a daily 


processing capacity of 125,000 barrels by the end of 1998. 


We are also committed to further improving profitability by reducing operating 
costs and negotiating higher selling prices in Kazakhstan. While, until recently, 
our average sales prices have been lower than world prices our transportation, 
finding, development and on-stream costs compensate for the difference. In 
recent months, while world oil prices have dropped, Hurricane's selling price has 


remained constant. 


We expect our sales prices to increase in 1998 in both the domestic and export 
markets. When we made our acquisition in Kazakhstan, oil was bartered or sold 
very cheaply. These methods did not meet our needs or the realities of the 
economy. Today, we work in tandem with our key domestic buyers to achieve 
realistic local prices. Export opportunities to China and Turkmenistan have the 


potential to supplement the domestic market. 


Our achievements, our ability to overcome challenges and our plans for the 
future would not be possible without the dedication of our people. Employees at 
our operations in both Kazakhstan and Canada have brought their insight, 
energy and enterprise to this company. It's because of them that Hurricane is a 


successful company and a leader of privatization. 


On behalf of the Board, 


fe limat ap 


JOHN J. KOMARNICKI 
President and Chief Executive Officer 


April 15, 1998 


REVIEW OF OPERATIONS 


Hurricane increased its proved Hurricane’s operations are located in the 31,000 square mile South Turgai Basin 
in south central Kazakhstan, approximately 625 miles west of Almaty. Hurricane 
plus probable reserves to has an interest in eight fields with land holdings totaling 405,400 acres and a 


license to explore an additional 518,400 acres. 


429 million barrels as per Proved plus probable crude oil reserves have been estimated at 429 million 
barrels as at January 1, 1998 by McDaniel & Associates Consultants Ltd. 


Reserves are shallow, averaging 3,000 to 5,000 feet, and produce light, sweet 


crude at 35° to 43° API. The sulphur content is less than 0.4 pen cent. 


i o © «© F Wee sfale o\e « fp A Me 0 © eff © @ 


the January L 1998 reserve In Décember 1997, the average monthly production was 51,710 barrels of oil per 
day (bopd)-and the companyvexited the year with 58,600 bopd on December 31, 


evaluations conducted by 1997. In total, Hurricane produced 16.6 million barrels of oil in 1997. 


Hurricane transported all its oil production via pipeline to the Shymkent refinery 
McDaniel & Associates in southern Kazakhstan. Hurricane’s crude and refined products were sold in the 


domestic market at an annual average realized price of $10.64 per barrel. 


Consultants Ltd. Since acquiring As per the share sale purchase agreement, Hurricane is obligated to invest $280 
million by 2002. To this end, Hurricane had invested over $70 million toward 


operational enhancements by the end of 1997 and expects to invest as much as 


the company in 1996, 
$169 million for exploration, development and production during 1998. 
Hurricane has increased its 


reserves 26 per cent. 
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Started production from the 
South Kumkol field on 
December 7, 1997. During 
the month, three wells were 
brought onto production with 
a combined rate of 2,180 
bopd averaged over 24 days of 


production for December. 


A newly drilled well, yielding 
a test production rate of 
1,000 bopd, will extend the 
south western limit of 


Kumkol South. 


Increased production from 
an average of 41,500 bopd 
in December 1996 to an 
average of 51,710 bopd in 
December 1997. 


Increased the selling price per 
barrel of unrefined crude oil 
from $7.07 in December 
1996 to $9.50 in December 
1997 (net of value added tax 
- VAT). Barter trades were 
reduced to just four per cent 
of current transactions and oil 
products are now being sold 
primarily on a pre-payment 
basis. All sales prices are 


posted in US dollars. 


REVIEW OF OPERATIONS cont. 


HURRICANE’S NET AVERAGE DAILY PRODUCTION 


(thousands of barrels of oil per day) 
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1997 1998 


iia Production halted for five days in October 1997 and five days in November 1997 to accommodate upgrades to the 
Central Processing Facility. Average daily numbers shown are calculated based on actual producing days. 


ai December 1997, January 1998 and February 1998 figures include average daily production from South Kumkol. 
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Majority of Proved Reserves 
in Producing Fields 


Kumkol South 
137.2 MMbbls 


Kazgermunai 
Joint Enterprise 
58.4 MMbbls 


KUMKOL 
SOUTH 


KUMKOL 


The 57,200 acre Kumkol field is Hurricane’s primary producing 


field. It was discovered in 1984 and production began in 1990. 
Kumkol North 


N148NMbbs —--To date, the field has produced over 100 million barrels of crude 


SouthKumkol = gy ; ae ‘ 
3imubs Oil. Eight horizons have been identified in Cretaceous and Jurassic 


formations at shallow depths ranging from 3,300 to 4,600 feet. 


Overall net production to Hurricane from the Kumkol field increased 
Ane approximately 20 per cent during 1997 from a daily average of 41,500 
90.5MMbbls = barrels of oil in December 1996 to an average 50,025 bopd for 


December 1997. 


For operational purposes, the field is divided into two areas: Kumkol 
South and Kumkol North. A separate hydrocarbons contract is in place 


for each area resulting in different tax and royalty structures for Kumkol 


South and Kumkol North. 


KUMKOL SOUTH 

Average Daily Production for 1997 .......-..-++ 000-4202: or 37,580 bopd 
Hurnicane’s Interest . 0.0.20 ccu cceesee sess save esses. 00 100 per cent 
Gross licensed ActeS.....-....-ceeececvcceeccees sees ss 703A 17,957 
Proved Crude Oil Reserves: .....¢.00..0.00.6ccs.0s000. 00 121.6 million barrels — 
Proved plus Probable Crude Oil Reserves ........... 00.0 cece eee eee eee 137.2 million bartels 
Producing Wells as at December 31,1997 ..............+.+ 00 smelt ete ae 183% 
Wells to be Drilled as per 1998 Plan ........-.0.0.00s+00 000 seater 10 


Hurricane owns and operates 100 per cent of the south half of the Kumkol field known as Kumkol South. 


This portion of the Kumkol field is Hurricane’s primary producing property. 


Late in 1997, Hurricane drilled four wells, one of which was at the south-west edge of the Jurassic IV 
formation. This well tested at 1,000 bopd from 36 feet of pay at a depth of 4,260 feet. The producing zone is 
approximately 118 feet above the oil/water contact. This development will result in increased revenues for the 


Kumkol South field as the field boundary can be moved approximately one mile further to the south-west. 


Hurricane increased production at Kumkol South by 19 per cent from an average 34,500 bopd in 
December 1996 to an average 41,075 bopd for December 1997. Much of the increase in production 


resulted from the application of western production engineering techniques and equipment. 


Six producing horizons have been identified in Cretaceous and Jurassic horizons. As at December 31, 1997, 
there were 183 wells capable of production in the south half of the Kumkol field spaced approximately 820 
feet apart. Of the 183 producing wells, 137 are flowing wells. 


Hurricane Hydrocarbons Ltd. 
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KUMKOL NORTH 


KUMKOL 
NORTH 


es 


Gross licensed ACS ......0.0seseseeeseceesss sees ell 
Proved Crude Oil Reserves (Hurticane’s share)... 60... eee e eee eee ees oO 
Proved plus Probable Crude Oil Reserves (Hurricane’s share) 
Producing Wells as at December 31, 1997 (total for field) 
Wells to be Drilled as per 1998 Plan (total for field) .................200. Gc . 


Kumkol North is operated by Kumkol-LUKoil, a joint venture between Hurricane Kumkol Munai (HKM) 
and LUKoil of Russia. Hurricane has a 50 per cent interest in the joint venture. Net production to 
Hurricane from the north half of the Kumkol field averaged 8,100 bopd during 1997. All but two of the 


79 producing wells at Kumkol North are flowing wells. 


During 1997, Hurricane’s drilling division KEGEB drilled 11 development wells in the north half of the 
Kumkol field with a 100 per cent success rate. Hurricane and LUKoil are renegotiating their mutual 
agreements and are preparing a new plan regarding the development of Kumkol North. The plan is due to 


be released by year end 1998. 


SOUTH KUMKOL 


Average Daily Production for December 1997* ................ 
Hurricane’s Interest... ss s-2-.cscaaee ooeete sesso) Z 


SOUTH Gross Licensed ActeS.......s4c-cans csuvedserects sacs Oe cd 


KUMKOL Proved Crude Oil Reserves ........:...-0eeeneesessss.-s 0 Be | 


Proved plus Probable Crude Oil Reserves ........... 0.0 cece eee ee ee eee 
Producing Wells as at December 31,1997 ................... 00 
Wells to be Drilled as per 1998 Plan.......................9 0 


*South Kumkol was brought onto production in December 1997 


Hurricane holds a 100 per cent interest in the South Kumkol field which was brought onto production in 
December 1997. Oil first flowed from well SK1 on December 7th and the other two wells were tied in on 
December 18th and December 31st respectively. The 24 days of production during the month of December 
averaged 2,180 bopd. During the month, several choke sizes were used yielding average daily production 
rates of 1,432 bopd from SK1, 1,260 bopd from SK4 and 1,585 bopd from SK7. 


As at April 1, 1998, the maximum daily production recorded from five wells at South Kumkol was 6,500 bopd. 
Hurricane expects to have an additional five to six wells on production by June 1998. By year end 1998, 11 wells 
should be on production at South Kumkol. Drilling is being conducted at a spacing of from 1,500 to 3,000 feet 
with an average depth of 4,500 feet. Produced crude is being processed at the Kumkol Central Processing Facility. 


South Kumkol was discovered in 1992 and production is from three zones in Cretaceous and Jurassic formations. 


QAM FIELDS 
X MAIBULAK 


: Collectively referred to as the QAM fields, Qyzylkiya, Aryskum and Maibulak 


| contain a total of 90.5 million barrels in proved and probable reserves. Hurricane 


holds a 100 per cent before payout interest in those fields, and a 75 per cent 


interest after payout. 


ARYSKUM | Qyzylkiya was discovered in 1988 and two productive horizons were identified in 
j Cretaceous and Jurassic formations. Proved plus probable reserves of the Qyzylkiya 
| field have been estimated to be 22.8 million barrels. To date, 26 wells have been 
drilled resulting in 12 oil and 3 natural gas wells at depths less than 5,000 feet. 
Initial production rates are expected to be 10,000 bopd with the field coming on-stream during the fourth 


quarter 1998 pending the construction of a 25 mile pipeline linking the field to the Kumkol pumping station. 


Aryskum is located 18 miles west of Qyzylkiya and has estimated proved plus probable reserves of 43.6 
million barrels. Also discovered in 1988, Aryskum has one identified productive zone in Cretaceous 
formation at depths less than 3,000 feet. Twenty-three wells have been drilled at Aryskum resulting in eight 
oil wells. The field is expected to begin producing in the year 2000 pending the completion of required 


infrastructure. 


Discovered in 1988, Maibulak has four productive zones in Jurassic formations at depths less than 6,000 


feet. Nine wells have been drilled to date and production from three wells is expected to begin in 2001. 


Previously held by the Turan Petroleum Joint Enterprise (Turan), the QAM field licenses were lost by Turan 
in 1997. Under the terms of Hurricane’s acquisition of HKM, these licenses are to be re-issued to HKM. 
The Maibulak license was re-issued in December 1997 and the Qyzylkiya and Aryskum licenses are 


expected to be re-issued shortly. 


Proved Crude Oil Reserves (Hurricane’s share) ......... 
Proved plus Probable Crude Oil Reserves (Hurricane’s share). .22.8 
Total Number Wells Capable of Production .........-.--. F 
Wells to be Drilled as per 1998 Plan ...........-.0055 
Expected Production Date ........-..-eeeeee eee 
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| . KAZGERMUNAI FIELDS 
NURALL ; 


_ Hurricane has a 50 per cent interest in the Kazgermunai Joint Enterprise which in 
hay ap bees Toe per cent interest in three fields also located in the South Turgai 
F Basin — Akshabulak, Nurali and Aksai. The other partners are RWE-DEA AG (25 
S , per cent); Erdél Erdgas Gommern GmbH (EEG), owned by Gas de France (17.5 
AKSAI AKSHABULAK per cent); and International Finance Corporation (IFC), a division of the World 


Bank, (7.5 per cent). The Kazgermunai Joint Enterprise was formed in 1993. 


Seventeen wells have been drilled at Akshabulak since it was discovered in 1988. 


Phase I of the development plan includes the Jurassic-II formation of the 


Akshabulak field. During this phase, EEG will be the operator. 


Test production from the field is currently being trucked to the Kumkol Central Processing Facility. However, 
the plans and funding are in place for the construction of a dedicated processing facility at Akshabulak which 

should be completed by year end 1998. Phase I funding ($104 million) provides for the construction of the 
processing plant, camp and pipeline facilities, and additional drilling. This financing was obtained for the 


joint enterprise by RWE-DEA, EEG and IFC. Hurricane has no financial obligation regarding this loan. 


Wells capable of production have also been drilled at Nurali and Aksai. Commercial production is expected 


to begin in 2001 and 2002 respectively. 


Proved plus Probable Crude Oil Reserves (Hurricane’s share) 
Total Number Wells Capable of Production 
Wells to be Drilled as per 1998 Plan 
Expected Production Date 


oe oo © 0 6 oo 6i a) 6) 6) co) ie lelyerceon tanta! 


Deen Ce CC MOMCECEMOECEDEC OO Od Cio oS Oa 


*50 per cent after payout in Jurassic-lll formation and 50 per cent interest in all other zones. 


EXPLORATION LICENSE 


Hurricane has an exploration license for 518,400 acres surrounding the Kumkol and South Kumkol fields. 
To date, 405 miles of 2-D seismic has been shot resulting in the identification of several promising 
structures. Six exploratory wellsites have been identified and Hurricane plans to drill four to six wells 


during the second half of 1998. The Company will also shoot an additional 430 miles of 2-D seismic in 


the area governed by the exploration license. 


Hurricane is seeking a second exploration license to extend the southern border of the current exploration 


area. This second license will cover 240,000 acres south of South Kumkol and east of Nurali. 


KUMKOL CAMP FACILITIES mas 
Sista 
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Hurricane’s infrastructure assets include a three-stage Central Processing Facility (currently capable of 
handling up to 70,000 bopd and to be increased to 125,000 bopd in 1998), a pipeline gathering system 
connecting Kumkol and South Kumkol to the Central Processing Facility, 17 group stations, 24 satellite 
facilities, and production handling facilities such as line heaters, production storage tanks with a total 
400,000 barrel capacity, extensive repair and fabrication shops, and warehousing and materials handling 
facilities. A 1,200 person camp is also located at the site as are water wells and handling systems for water 
flood and potable water. In-field roads and a main 125 mile road from Kyzylorda to Kumkol add to the 


infrastructure of the area. Kumkol is connected to a 240 kV electrical supply grid complete with substations. 


J 


Hurricane also maintains extensive facilities in Kyzylorda, the capital of the Kyzylorda Oblast (region), 


which include large receiving and warehousing facilities, a transportation centre, construction facilities and 


a corporate office building. 


Hurricane’s drilling and workover divisions have eight Russian drilling rigs (all capable of drilling up to 
6,000 feet) and five Russian workover rigs. An American built, double-drum workover and completion rig 
was introduced to the fleet in August 1997. This rig has a higher rated capacity than the Russian rigs and 


can perform at greater depths. Plans are also in place to purchase an additional rig capable of drilling to 


depths of 10,000 feet. 


Once commissioned, Hurricane’s infrastructure will include a rail transshipment terminal. Hurricane has 
entered into a joint venture to complete the terminal at Druzhba, on the Kazakhstan-China border. 


Hurricane has a 66.7 per cent interest in the terminal which should be commissioned in the third quarter 


of 1998 under the name Hurricane-Dostyk. 


Hurricane Hydrocarbons Ltd. 


14 


Proposed Pipeline 

: Existing Pipeline 
Sverdlovsk oe Railroad 
: f Refinery 


Rail Terminal 


Aral Sea 


S Le 
cai ip BUKHARA 
» TURKMENISTAN lie 


Ashgabat. 


TRANSPORTATION, REFINING AND MARKETING 


From its Kumkol processing facilities, Hurricane has access to two pipelines which connect to Kazakhstan’s 
main north-south pipeline and the country’s two eastern refineries. These two pipelines (20 inches and 28 
inches in diameter) have a combined daily capacity of 350,000 barrels and currently transport only Kumkol 
crude. The main pipeline connects to the Pavlodar refinery in the north and extends beyond Kazakhstan’s 
border into Russia. In the south, the main pipeline connects to the Shymkent refinery and then on to 


Chardzhou, Turkmenistan. Hurricane plans to begin export to Turkmenistan later in 1998. 


During 1997, Hurricane shipped its crude to the Shymkent refinery, which has an estimated capacity of 
160,000 bopd. Some of the crude was refined at Shymkent on a toll basis whereby the refinery retained a 
portion of the crude as its fee for processing. Of the crude and refined products produced by Hurricane, the 


Company sold approximately 60 per cent directly, while 40 per cent was sold to the market by the refinery. 


Hurricane negotiates contracts directly with customers and has been successful at moving domestic prices 
upward from $7.07 per barrel in December 1996 to $9.50 per barrel (net of VAT) in December 1997. The 
average price realized per barrel of oil sold for 1997 was $10.64. Barter trades over the year were also 


reduced to just four per cent and most oil products are now being sold on a pre-payment basis. All sales 


prices are posted in US dollars. 


Hurricane is looking to the export market to realize sales values closer to world prices. Hurricane’s joint 
venture transshipment terminal at Druzhba will provide a direct export mechanism for Hurricane crude 


and refined products. The terminal will have an initial throughput capacity of 20,000 bopd with expansion 
plans to handle over 100,000 bopd. 


This terminal is also of importance to other producers in Kazakhstan. The China National Petroleum nied 
Company (CNPC) which acquired a 60 per cent interest in Kazakhstan’s Aktobemunaigaz — the company 
operating the second largest producing field in the country — is seeking alternative routes for transporting 

its crude into China. China has an accelerating market demand and currently imports about 400,000 

bopd. The Hurricane-Dostyk terminal at Druzhba is within 200 miles of three Chinese refineries located in 


the Xinjiang province. 


OPERATING COSTS 


For the six months ended December 31, 1997 Hurricane’s total costs before taxes averaged $8.15 per barrel 
of oil sold. This figure includes production costs of $3.22, general and administrative costs of $1.56, 
interest expense of $0.78, royalty expense of $0.78, and depreciation, depletion and amortization of $1.81 
per barrel. The Company’s pre-tax margin was $2.60 per barrel with income tax averaging $0.80 per barrel. 


Thus, the after tax income earned by the Company was $1.80 per barrel. 


Operating costs are expected to be reduced significantly by streamlining operations, introducing modern 


equipment and rationalizing non-core assets. 


LICENSES AND HYDROCARBON CONTRACTS 


The government of Kazakhstan retains ownership of the country’s crude oil and natural gas reserves and issues 
exploration and production licenses to producers. Producers have the option to negotiate hydrocarbon contracts 
with exploration licenses, or alternatively, producers can negotiate a hydrocarbon contract once a discovery is 
made and the production license has been obtained. Hydrocarbon contracts are in place for Kumkol North, 
Kumkol South and South Kumkol. In December 1997, Hurricane received the production license for the 
Maibulak field. Licenses for Aryskum and Qyzylkiya have been applied for and are expected to be issued by 


mid 1998. The other fields are licensed under the Kazgermunai Joint Enterprise. 


GAS UTILIZATION PROJECT 


Hurricane has undertaken a feasibility study with respect to the utilization of the gas currently being 
produced. The produced gas has a very low sulphur content and will yield a high amount of liquid 


hydrocarbons (butane and propane). 


Hurricane is developing a gas utilization plan which will require regulatory approval prior to implementation. 
In its preliminary form, the plan calls for the processing of associated gas, and the utilization of the dry gas 
for electricity generation, and the sale of liquid products to third parties such as the regional LPG 


marketing and distribution companies. 


Quotes for the construction of both a gas processing plant and a gas turbine power station were submitted 
by third parties to Hurricane in late 1997. A construction site adjacent to the Kumkol field has been 


selected and measuring of produced gas has been initiated. 
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A thorough technical and financial feasibility study outlining the engineering, construction, processing, 
marketing and financing issues regarding the utilization project will be developed in 1998 with approvals 
and construction timeline expected to be in place by the end of the year. The gas utilization project is not 
only of importance to Hurricane’s operations, but is also of economic and social significance to the people 


of the Kyzylorda Oblast (region) in that it will provide competitive, reliable power to the grid. 


THE ENVIRONMENT 


In accordance with the terms of Hurricane’s share sale purchase agreement, an assessment of pre-existing 
environmental liabilities at Hurricane’s Kyzylorda and Kumkol properties was completed prior to the 
specified deadline of December 31, 1997. The initial phase of the assessment was conducted during 
October and November by a team of qualified environmental specialists from Kazakhstan and Canada 
under the direction of Hurricane’s environmental manager. In a report issued December 1997, costs for the 
clean-up of the identified environmental damage resulting from operational activities undertaken prior to 


Hurricane’s acquisition were estimated at approximately $14 million. 


The share sale purchase agreement provides for Hurricane to recover environmental remediation costs for 


environmental damage resulting from operations prior to the purchase. 


Upon acquiring the Company, Hurricane set out to implement international standards concerning 

environmental responsibility and to raise awareness of environmental issues among its oilfield workers. A 
permit to build a secure disposal site for Naturally Occurring Radioactive Material (NORM) was obtained 
and a concrete facility was subsequently constructed. A solid waste disposal site has been installed and a 


modernized sewage treatment plant is being constructed for the 1,200 person camp site at Kumkol. 


Of special note is the positive attitude of the oilfield workers. Through training and inspection, the 


employees have shown an increasing commitment to environmentally responsible operating practices. 


RESERVE RECONCILIATION BY FIELD 
Proved plus Probable (millions of barrels) 


Kumkol Field Kumkol Field South Qyzylkiya ~Aryskum = Maibulak Akshabulak  Nurali Aksoi_ “TOTAL 


South North Kumkol 
Reserves as at 
Sepremoel | 09 ae ee LOS aaa UP e cpa ewe 23, eee hd Bae wage 2 24 Uae OO.) ere 17 3.5 388.7 
AGUHONG neem ee eee ee Boeeks oe 8% ID Ocunen i (> eetetel. Oumar. (4 | eae 0 kg UN eee: Fe Ogres 0 45.7 
PROGUCHON Uns Joneceenes: er Pree anime BG's aes We Oh aeee Wares ) Noeentee iter: (Sipe ae WRAY ge UN Tes ee! 
Reserves as at 
AOQUOTV LL 7 Creare eee EY cbt. & [LACS Paste? o: eae Lib eee 43 Cane 2A ieee OL Saeed Eerie LURE 


* Change due to re-evaluation of the field, 
** Reserve estimates dropped due to low oil price at time of evaluation. 


RESERVE EVALUATION 


Summary of Remaining Crude Oil Reserves and Present Worth Values 


Escalating Price Assumptions as at January 1, 1998. McDaniel & Associates Consultants Ltd.* 


Reserves (millions of barrels) 


Present Worth Values (US thousands of dollars) Before Tax 


Discounted at 


Property Gross Hurricane Share 0% 10 % 15 % 20% 25% 
(before royalties) 
PIOVEG.RIOGUCING es citer teh LWA fot 374 nee, 243, 518 8 eel 7325 5= emeeod e248 . 546,935 . 475,196 
Proved Undeveloped ................ 50:3 peers 000 ere 964,107 ...490,794 .. 369,425 . 284,800 LL ou, 
Notun POVe eres ee Re hs oo 3320 See ee 2394 2 eee 2,207,620 . 1,264,049 1,011,673 ...831,735 .. 698,792 
oiGl RlODODIe Pawo etn DAS Lee 89:6) pease Dot 225s WOT AST aah 54193) 500,002) 13015 
Total Proved plus Probable ............ 646.9 eee CON I A 4,849,845 . 2,341,486 . 1,765,866 —. 1,381,737. .1,112,707 


* The future net revenues and present worth values of the Kazakhstani fields presented in this report were calculated using "Escalating Price" assumptions based on 


the opinion of McDaniel & Associates Consultants Ltd. of future crude oil, natural gas and natural gas product prices at January 1, 1998 together with assumptions 


supplied by Hurricane. 


Summary of Remaining Crude Oil Reserves and Present Worth Values 


Escalating Price Assumptions as at January 1, 1998. McDaniel & Associates Consultants Ltd.* 


Total Company Interest by Field 


Hurricane Share of Reserves 
(millions of barrels) 


Present Worth Values 


(US thousands of dollars discounted at 15 per cent) 


Field Proved Per cent Proved + Probable Per cent Proved Percent Proved + Probable Per cent 
Kumkol Field — South ....... Vale ee 5: gee: 137 2 ia 325554069 ae eee 55.5084, 604 Sie eee: 36 
Kumkol Field —North......... (toi don need HA te WERT: TR eae 2) ee ee eee 23.3 56,058. eae eee 20 
Sout KOMKGl o5 os oc be terns HA ae ify eee 2B tg ane ae, 6 865680 mene eeee 9 54-46) ee eee ) 
Guz yIKioeie te eee hehe a BS Pe ere 3A aitek, HUA RR eas 5 53000 ganar ere See 0200s a ee eee 5 
AT SSK UNI PMNs occ RS oss tas, LEA gens Lb te ct et AS mals og 10 540; 7 50 eee AR) 025 one ae 1] 
[IT Ge pee ap eee UWOh «sees ihe Loe ees Dee ee 6M 10 0) See ee T8003) een 5 
AKSHINDUIOKS ets te acdc s 0 Olmert. ook 4 ae AD Stel ee 9 cM WANE ess on haa Ah As eee 9 
NUON pera cos Sele eta ta a 2s = = AOS aa Wale orto k 8 AS Diener, saan ae Sa DAC =). eae 4 
ARSC prea arbi sO ach -ierdy8 fens = yes, 3 See aa stots: oe Aare swine a me AVA eee ee 1 
UT ee eee 39s ae 100 oeesa 4790 ae 0) SORE 100) eyed 1.65,0600 saugeer 100 


Eee! 


* The future net revenues and present worth values of the Kazakhstani fields presented in this report were calculated using “Escalating Price” assumptions based on 
the opinion of McDaniel & Associates Consultants Ltd. of future crude oil, natural gas and natural gas product prices at January 1, 1998 together with assumptions 


supplied by Hurricane. 


Hurricane Hydrocarbons Ltd. 


IEE 


18 


RESERVE EVALUATION 


Summary of Remaining Crude Oil Reserves and Present Worth Values 
Constant Price Assumptions as at January 1, 1998. McDaniel & Associates Consultants 


Reserves (millions of barrels) 


Ltd.* 


Present Worth Values (US thousands of dollars) Before Tax 
Discounted at 


Property Gross Hurricane Share 0% 8% 10 % 12% 15 % 
(before royalties) 
Freved: Producing. sees. ae see Li o-ca eee Lohse $513,187 ...396,810 ...375,561 ...356,544 .. 331,524 
Proved Undeveloped ................ 130i aoe eee 00.2 Sa ee 302/627” a 171,660 222) 501015e eee a1 283 eee OTeOn 
Total Proved (-c.25-)eteqraet en serene Aare 0o2, 0 ee eee 2301) ore 815,816 = ...568,426 =. ..525,577 487,927. . 439,475 
Total Probable. 2. )..hats ce seamen ES) Bebe WSR eo Aa oe 761,951. ..487,910 .. 420,103. 364,030. . 296,741 
Total Proved plus Probable ............ 040.9 wacuee ADC 4a Teen. VA77T6T 1,056,336... 945,680 851,957) 7367 Te 


* The future net revenues and present worth values of the Kazakhstani fields presented in this report were calculated using "Constant Price" assumptions based on 


the December 31, 1997 crude oil price received by Hurricane Hydrocarbons Ltd. of USS9.50 per barrel. No inflation of operating or capital costs was included. 


Summary of Remaining Crude Oil Reserves and Present Worth Values 
Constant Price Assumptions as at January 1, 1998. McDaniel & Associates Consultants 
Total Company Interest by Field 


Hurricane Share of Reserves 
(millions of barrels) 


Ltd.* 


Present Worth Values 
(US thousands of dollars discounted at 15 per cent) 


Field Proved Percent Proved + Probable Per cent Proved Percent Proved + Probable Per cent 
Kumkol Field -South ........ 2 ihe Ree eek: 5 eee © (3) :2 eee 327204, 49) 6062530557) e nee 4] 
Kumkol Field -North ......... 08.0 2) ea ae I oe ak Ne Cae rece ree 27 1219 a ee 167) 120292 a re 16 
Scutlt KUMMKO! 28 oes aeons Ls) metab | @iamee ae 26 lee ens 6 041) ee 13.) 2ues92) 1.34 ee 13 
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OTA eens eee 230s| ee 00 eee 47 015 eae eee 100 6439) ] Sea 100 925136716, eee 100 


* The future net revenues and present worth values of the Kazakhstani fields presented in this report were calculated using “Constant Price" assumptions based on 
the December 31, 1997 crude oil price received by Hurricane Hydrocarbons Ltd. of USS9.50 per barrel. No inflation of operating or capital costs was included. 


MANAGEMENT’S DISCUSSION AND ANALYSIS 


The following discussion and 
analysis should be read in 
conjunction with Hurricane’s 
Consolidated Financial 
Statements and the other 
financial information included 
elsewhere herein. Hurricane 
maintains its accounting 
records and publishes its 
statutory financial statements 
in accordance with Canadian 
tax and corporate 
regulations. All figures are 


expressed in US dollars. 


This discussion contains 
certain forward-looking 
statements within the 
meaning of US federal 
securities laws. Actual results 
and the timing of certain 
events could differ materially 
from those projected in the 
forward-looking statements 


due to a number of factors. 
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OVERVIEW 


Hurricane Hydrocarbons Ltd. is an independent international energy company 
based in Calgary, Canada engaged in the exploration for, and development of, oil 
and natural gas in Kazakhstan. Hurricane owns interests in six fields, and has a 
contractual right to obtain, and is awaiting the reissuance of, exploration and 
production licenses for two additional fields, Qyzylkiya and Aryskum, all of 


which are located in the South Turgai Basin of central Kazakhstan. 


Recent Events 


Hurricane completed the Hurricane Kumkol Munai (HKM) acquisition effective 
November 30, 1996. The HKM acquisition was an asset purchase for accounting 
purposes. The Fiscal 1997 results, being June 30, 1996 to June 30, 1997, include 
the results of HKM for only the seven month period following the effective date 
of the HKM acquisition. As a result, Hurricane’s Fiscal 1997 results are not 
indicative of the results the Company would have achieved if the HKM 
acquisition had occurred on July 1, 1996. 


The assets acquired in the HKM acquisition account for substantially all of the 
production, revenues and operating income of Hurricane. On March 26, 1997, 
Hurricane completed an offering of special warrants which were subsequently 
converted into an aggregate of Cdn $110.0 million (equivalent to US $80.0 million 
at such date) 11 per cent senior notes (Canadian Notes) and warrants to purchase 
4.95 million shares of Hurricane’s common stock. Proceeds from that offering were 
used to pay the third and fourth installments of the purchase price of the HKM 
acquisition and for working capital purposes. Fiscal 1997 results reflect interest 
expense associated with the Canadian Notes only for the period from March 26, 
1997 to June 30, 1997. On November 7, 1997, Hurricane completed the issuance 
and sale of $105 million of 11 3/4 per cent senior unsecured notes (US Notes). 
Proceeds from the issuance of the US Notes are being used primarily to make 
advances to HKM, which will utilize such amounts to make ongoing capital 
expenditures in Kazakhstan. Results of operations for the six months ended 
December 31, 1997 reflect interest expense associated with the US Notes only for 


the period from November 7, 1997 through December 31, 1997. 


Change in Fiscal Year 

Hurricane changed its fiscal year end from June 30 to a calendar year ending 
December 31 effective for the six month transition period ended December 31, 
1997 (Transition 1997). The fiscal year was changed in order to present a fiscal year 


that is standard for most oil and gas companies of comparable size to Hurricane. 
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Accounting Policies 


Hurricane follows the full cost method of accounting for oil and natural gas properties. Under this 
method, all costs relating to the exploration for, and the development of, oil and natural gas reserves are 
capitalized. The capitalized costs are depleted and depreciated on a unit-of-production method, based on 


proved reserves before royalties. 


Costs of exploration in new cost centers, together with related land costs, are excluded from costs subject 
to depletion until it is determined whether or not proved reserves are attributable to the properties, or if 
impairment has occurred. Hurricane applies a ceiling test to capitalized costs to ensure that such costs do 
not exceed the estimated future net revenues from production of proved reserves, plus the costs of 


unevaluated properties less management's estimate of impairment. 


Royalty Rates 


Royalties are payable quarterly to the Government of Kazakhstan in cash or in-kind at the option of the 

Government of Kazakhstan. Royalties on Kumkol South are payable as follows: (i) 3 per cent on the first 
500,000 tonnes (equivalent to 3.8 million barrels) of cumulative annual production; (ii) 6 per cent on the next 
500,000 tonnes of cumulative annual production; (iii) 10 per cent on the next 500,000 tonnes of cumulative 


annual production; and (iv) 15 per cent on the cumulative annual production in excess of 1.5 million tonnes. 


Pursuant to the terms of the HKM acquisition, Hurricane was exempted from paying royalties with respect 
to production from Kumkol South from December 1, 1996 through April 21, 1997. Royalties on Kumkol 

North are 9 per cent of production. Royalty rates with respect to the South Kumkol field are 10 per cent of 
production. Royalty rates with respect to each of the Akshabulak, Nurali and Aksai fields are currently the 


same as those payable for Kumkol South. Royalty rates have not been negotiated for Hurricane’s other fields. 


Taxes 


Hurricane is subject to a variety of taxes including, but not limited to, income taxes, excess profits taxes, 
excise taxes, land taxes, property taxes, transportation taxes and mandatory contributions to social funds. 
Income is taxed at the Kazakhstani statutory rate of 30 per cent. Excess profits taxes are negotiated with 
the Government of Kazakhstan in each hydrocarbon contract. With respect to Kumkol South and the 
South Kumkol field, Hurricane is subject to excess profits taxes at rates which vary from 0 per cent to 30 


per cent based on the internal rate of return achieved in the applicable year. 


With respect to Kumkol North, Hurricane is subject to excess profits taxes at rates which vary from 0 per 
cent to 50 per cent based on the internal rate of return achieved in the applicable year. The Company, 
however, did not incur in Fiscal 1997 (12 months ended June 30, 1997), and does not anticipate incurring 
in Fiscal 1998 (12 months ending December 31, 1998), nor during the six months ended December 31, 
1997, any excess profits taxes with respect to production from Kumkol South, Kumkol North and the 
South Kumkol fields. Hurricane is subject to excise tax on its sales in Kazakhstan of crude and refined 
products (except on heating and aviation fuel) calculated on a tonnage basis ranging from European 


Currency Unit (ECU) 3 to ECU 7 per tonne ($1 being equivalent to ECU 0.93 at April 1, 1998). 


Preferred Shares 


Hurricane owns 100 per cent of the common shares of HKM, which represent all of the common equity 
interest in HKM and 89.5 per cent of the total voting shares issued. The balance of the voting shares is 
represented by preferred shares held by current and former employees of HKM. Holders of the preferred 
shares are entitled to a fixed dividend equal to an aggregate of approximately $60,000 per annum. 
Preferred shareholders do not participate in common share dividends or other distributions except in the 
case of a dissolution of HKM in which case they participate pro rata in the distribution of net assets. In 
light of the fact that there is no ongoing entitlement to cash flow or earnings in excess of the fixed 
coupon, the financial statements reflect the fixed rate dividend to which the holders are entitled and do 


not treat the preferred shareholders as a non-controlling interest. 


SIX MONTHS ENDED DECEMBER 31, 1997 COMPARED TO SIX MONTHS ENDED JUNE 30, 1997 


As a result of the HKM acquisition effective November 30, 1996 and the fact that, effective December 
31, 1997, Hurricane changed its fiscal year end from June 30 to December 31, the result of operations 
for the six months ended December 31, 1997 (Transition 1997) are not directly comparable with those 
for the fiscal year ended June 30, 1997. During the month of December 1996, a large part of the 
operations of HKM, in particular the marketing activities, were conducted in accordance with 


arrangements entered into by the former owners and management. 


Prior to the HKM acquisition, Hurricane’s operations were restricted to a minimal oil and gas 
production operation in Canada and the funding of its 20 per cent interest in the Turan Petroleum 
Joint Enterprise. The assets acquired in the HKM acquisition have accounted for virtually all of the 
revenues and expenses since that date. For these reasons, the most meaningful period for comparison 
with Transition 1997 is the six month period ended June 30, 1997 (Comparative Period). The results 
for the Comparative Period were not audited and have been compiled in US dollars from the 


unaudited quarterly reports issued by Hurricane. 


Production 

Production for the six months ended December 31, 1997 was approximately 8.6 million barrels compared 
with 8.0 million barrels in the six months ended June 30, 1997. In Transition 1997, the production 
from Kumkol South, which is 100 per cent owned and operated by Hurricane, was approximately 7.0 
million barrels compared to 6.6 million barrels in the Comparative Period. Production attributable to 
Hurricane from Kumkol North, in which the Company has a 50 per cent interest through Kumkol- 
LUKoil, was approximately 1.6 million barrels in the six months ended December 31, 1997 compared to 
1.4 million in the six months ended June 30, 1997. Production from South Kumkol which is also 100 
per cent owned and operated by Hurricane, and which was brought on stream in December of 1997, was 


approximately 7,000 barrels in Transition 1997. 
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Sales 


Sales volumes for the six months ended December 31, 1997 increased by 27.5 per cent to 8.8 million 
barrels compared to 6.9 million barrels in the Comparative Period. As a result of the increased sales 
volumes, revenue from oil sales in Transition 1997 were $93.9 million compared to $73.0 million for the 
six months ended June 30, 1997. Prices for crude oil and refined products remained relatively constant 


throughout the 1997 calendar year. 


Interest Income 


Interest income in Transition 1997 was $0.9 million compared to $0.6 million in the Comparative Period 


as a result of the investment of the net proceeds from the issuance of the 11 3/4 per cent US Notes. 


Production Expenses 


Production expenses for the six months ended December 31, 1997 were $28.4 million or approximately $3.22 per 
barrel of oil sold compared to $17.8 million or $2.59 per barrel of oil sold in the Comparative Period. The principal 
reason for the increase on a per barrel basis was a downward adjustment in the carrying value of inventory which 


was made at the year end to reflect the lower prices being received for heating oil in the winter of 1997-98. 


Royalties 


Royalties for the six months ended December 31, 1997 were $6.9 million or $0.78 per barrel of oil sold compared 
with $3.5 million or $0.50 per barrel of oil sold in the Comparative Period. Hurricane enjoyed a royalty holiday in 
respect of the production from Kumkol South from the date of the HKM acquisition to April 21, 1997. 
This royalty holiday resulted in the lower average royalty rate during the six months ended June 30, 1997. 


General and Administrative Expenses 


General and administrative expenses for the six months ended December 31, 1997 were $13.7 million 
compared with $14.1 million in the Comparative Period. General and administrative expenses include the 
costs, net of related revenues, for many of the non-oil divisions of HKM such as the transportation division 
and the agricultural division. As a result, this item is subject to fluctuation from time to time. On a per 
barrel basis, general and administrative expenses declined from $2.06 to $1.56 reflecting the increased sales 


volumes during the six months ended December 31, 1997 versus the six months ended June 30, 1997. 


Interest 


Interests costs for the six months ended December 31, 1997 were $6.9 million compared to $2.6 million 
for the Comparative Period. The increase was attributable to the increase in Hurricane’s level of debt 
resulting from the issuance of the US notes. Interest costs for the six months ended June 30, 1997 reflect 


only the Canadian notes which Hurricane had issued in March 1997. 


Depletion and Depreciation 


Depletion and depreciation for the six months ended December 31, 1997 was $15.9 million compared to 


$14.3 million in the Comparative Period. The rates per barrel were $1.81 and $2.08 respectively. The rate 


per barrel declined for the three months ended September 30, 1997 from $2.08 to $1.64 as a result of an 
upward revision in reserves as of September 1, 1997. The significant upward revision in reserves as at 
January 1, 1998 was accompanied by a significant increase in the estimated cost of developing and 
producing the reserves. This resulted in an increase in the rate of depletion per barrel which partly offset 


the previous reduction. 


Income Tax 


The charges for income tax represents current and deferred Kazakhstani corporate tax in respect of the 
profits of HKM. The charge for income tax for the six months ended December 31, 1997 was $7.1 
million or 31 per cent of income before tax, compared to $9.4 million or 44 per cent for the six months 
ended June 30, 1997. During Transition 1997, certain structures and arrangements were put in place to 
charge HKM with costs which had been incurred on behalf of HKM by Hurricane Hydrocarbons Ltd. 


These arrangements resulted in a reduction in the consolidated effective tax rate. 


Net Income 


The net income for Transition 1997 was $15.8 million ($0.37 per share based on a weighted average of 42.8 
million shares outstanding during the period) compared with $11.9 million for the Comparative Period and 
$12.4 million for Fiscal 1997 (equivalent to $0.39 per share calculated based on 31.8 million shares being the 


weighted average number of shares outstanding during Fiscal 1997). 


Cash Flow from Operations 

Cash flow from operations was $32.0 million for the six months ended December 31, 1997 ($0.75 per share 

calculated based on 42.8 million shares outstanding during the period) compared to $26.7 million for the 
six months ended June 30, 1997 and $30.2 for Fiscal 1997 (equivalent to $0.95 per share calculated based 


on 31.8 million shares being the weighted average number of share outstanding during Fiscal 1997). 


FISCAL YEAR ENDED JUNE 30, 1997 COMPARED TO FISCAL YEAR ENDED JUNE 30, 1996 


As a result of the acquisition of HKM effective November 30, 1996 and the inclusion of the results of 
HKM'’s operations for the seven months ended June 30, 1997, the results of the two periods are not 


directly comparable. 


Production and Sales 

Production for the year ended June 30, 1997 was approximately 9.3 million barrels. Production from 
Kumkol South, which is 100 per cent owned and operated by HKM, was approximately 7.7 million 
barrels. Production attributable to Hurricane from Kumkol North, in which the Company has a 50 per 


cent interest through Kumkol-LUKoil, was approximately 1.6 million barrels. 


Sales for the year ended June 30, 1997 were $84.5 million compared to $120,000 for the prior year. HKM's 


sales for the seven month period from December 1, 1996 to June 30, 1997 accounted for the difference. 
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Interest and Other Income 


Interest and other income for the year ended June 30, 1997 was $700,000 compared to $127,000 for the 
prior year. The increase resulted from the investment of the proceeds from the three special warrant 


offerings issued during Fiscal 1997. 


Production Expenses 


Production expenses for the year ended June 30, 1997 amounted to $23.6 million compared to $48,000 
for the prior year. The increase resulted from the production expenses associated with HKM operations 


for the seven month period from December 1, 1996 to June 30, 1997. 


Royalties 


Royalties for the year ended June 30, 1997 were $3.5 million compared to $15,000 for the prior year. 
Royalties as reported in the June 30, 1997 financial statements represent royalties for HKM’s share of 
production from Kumkol North and for the period from April 21, 1997 through June 30, 1997 on HKM’s 
production from Kumkol South. Pursuant to the terms of the HKM acquisition share sale purchase 
agreement, no royalties were payable to the Government of Kazakhstan prior to April 21, 1997 on HKM 
production from Kumkol South. Future production from Kumkol South will not be eligible for this 


exemption, and as a result, royalties for production from Kumkol South will be higher in future periods. 


General and Administrative Expenses 


Prior to December 1, 1996, the greater part of Hurricane’s general and administrative expenses were 
capitalized in recognition of the fact that most of Hurricane’s efforts were directed towards the acquisition 
of HKM. Commencing December 1, 1996, all general and administrative costs have been expensed. 
Hurricane'’s general and administrative expenses (which include the net cost of the non-oil and gas 
activities of HKM) amounted to $16.0 million for the year ended June 30, 1997 compared to $67,000 
for Fiscal 1996. 


Depletion and Depreciation 


The charge for depletion and depreciation was $17.0 million for the year ended June 30, 1997 compared 
to $63,000 for Fiscal 1996. The increase recognizes the increased production as a result of the HKM 
acquisition, the acquisition costs of HKM and the estimated future capital costs required to produce 


Hurricane’s proved reserves. 


Income Tax 


The charge for income tax of $10.0 million represents current and deferred Kazakhstani corporate tax in 
respect of the profits of HKM for the seven month period from December 1, 1996 to June 30, 1997. 
Hurricane’s effective income tax rate exceeds the statutory 30 per cent rate of income taxes in Kazakhstan 
because certain of the expenses incurred by HKM are not deductible in calculating income taxes. Also, 


the tax benefits related to certain expenses incurred in Canada had not been recognized. 


Net Income 


Net income for the year ended June 30, 1997 was $12.5 million compared with $62,000 for the prior 
year. Net income per share was $0.39 for the year ended June 30, 1997, calculated based upon 31.8 
million shares (weighted average number of common shares outstanding in Fiscal 1997) compared with 
$0.01 for the prior year, calculated based upon 11.1 million shares (the weighted average number of 
common shares outstanding in Fiscal 1996). The weighted average number of common shares increased 


as a result of the three special warrant offerings. 


Cash Flow from Operations 


Cash flow from operations for the year ended June 30, 1997 was $30.2 million compared to $125,000 


for the prior year. 


YEAR ENDED JUNE 30, 1996 AND PRIOR PERIODS 


Hurricane’s activities prior to the year ended June 30, 1996 consisted of its activities in Canada which are 
not considered material in the context of its current operations and its investment in Kazakhstan which 
was conducted through Turan Petroleum. During the year ended June 30, 1996, Hurricane’s investment 
through Turan Petroleum amounted to $2.3 million which was funded from the proceeds of a $4.1 


million equity offering by Hurricane. 


LIQUIDITY AND CAPITAL RESOURCES 

Financing Activities 

On November 7, 1997, Hurricane completed the private placement of an aggregate principal amount of 
$105.0 million of US Notes for net proceeds of approximately $100.6 million. The net proceeds from 
the issuance of the US Notes have been used primarily to make advances to HKM, which has utilized 


such amounts to make ongoing capital expenditures in Kazakhstan. The portion of the proceeds which 


has not yet been advanced to HKM as at December 31, 1997 has been invested in short-term investments. 


On September 5, 1996, Hurricane completed the private placement of 12,223,000 special warrants 
representing equity for net proceeds of approximately $37.5 million. On November 26, 1996, the 
Company completed the private placement of 10,476,000 special warrants representing equity for net 
proceeds of approximately $38.5 million. Effective March 26, 1997, Hurricane completed the private 
placement of 110,000 special warrants representing debt for net proceeds of approximately $76.0 million. 
The net proceeds from the three offerings were used to pay the $120.0 million purchase price for HKM 


and related expenses with the remaining amounts used for general working capital purposes. 
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Upon conversion of the special warrants issued in March 1997, an aggregate of 110,000 senior unsecured 
notes (in the principal amount of Cdn $1,000 each) and an aggregate of 4,950,000 Series 5 warrants 
were issued. Each Series 5 warrant, together with the sum of Cdn $6.25 (equivalent to $4.37 as at 
December 31, 1997) will entitle the holder to purchase one additional common share until March 26, 
2002. If all of the Series 5 warrants are exercised, Hurricane would receive an additional Cdn $30.9 


million (equivalent to $22.6 million as at December 31, 1997). 


INVESTING ACTIVITIES 


During the six months ended December 31, 1997, Hurricane invested $47.3 million principally on 


capital expenditures relating to activities in Kazakhstan. 


During the year ended June 30, 1997, Hurricane invested $152.6 million which consisted of $124.7 
million (including capitalized acquisition costs of $4.7 million and less cash-on-hand of HKM of $2.0 
million) for the HKM acquisition and $27.9 million (net of dispositions) on capital expenditures relating 


to activities in Kazakhstan. 


In addition to ongoing operations, Hurricane is committed, pursuant to the terms of the HKM 
acquisition share sale purchase agreement, to invest for the benefit of HKM, on or before December 31, 
2002, the local currency equivalent of $280.0 million in capital expenditures, investments or other items 
in Kazakhstan which may be treated as capital assets for balance sheet purposes as determined by 
International Accounting Standards. Hurricane intends to make such expenditures to exploit and develop 


existing fields, explore for new additional reserves, and enhance future production volumes and reserves. 


The required expenditures may be made either from capital contributions to HKM or from other sources 
including cash flows of HKM. Hurricane is not required to make any portion or portions of the required 
investments prior to December 31, 2002. However, Hurricane is required to report, annually to the 
Government of Kazakhstan, the amount invested in each year. If less than all of the required investment 
is made by December 31, 2002, Hurricane is required to pay, in lieu of any amount not invested, a penalty 
of 15 per cent of the amount by which its aggregate investments are less than $280.0 million. Under the 
arrangements for the granting of production licenses in Kazakhstan, Hurricane is subject to certain 
commitments for expenditures to develop particular fields. Expenditures pursuant to these commitments 


are credited against the $280.0 million aggregate obligation in connection with the HKM acquisition. 


Hurricane’s estimated capital expenditure budget for Fiscal 1998 is $169 million. This budget includes 
approximately $50 million for exploration and development drilling; $28 million for workovers and 
recompletions; $74 million for construction of infrastructure and production facilities; $14 million for the 
construction of an oil transshipment terminal on the Kazakhstan-China border and $3 million for 
environmental projects. These estimates exceed the capital spending program taken into account in preparing 
the McDaniel Report because McDaniel did not take into account the full utilization of the proceeds of the 
issuance of the US Notes. Management believes that cash-on-hand, including the net proceeds of the 
issuance and sale of the US Notes, and cash expected to be provided by operating activities will be sufficient 


to meet its cash requirements for operations and capital expenditures through December 31, 1998. 


Although Hurricane currently expects to expend the foregoing amounts on capital expenditures, it 
continually re-evaluates its capital spending plans and may determine to delay or modify certain of the 
foregoing plans in light of various factors including the relative attractiveness of alternative investment 
opportunities, revised estimates of the costs of the various projects and the plans of its joint venture 
partners. In addition, Hurricane is continuing to evaluate the opportunities presented by the HKM 


acquisition and may undertake capital spending projects in addition to those described above. 


Gas and gas liquids produced in association with the oil in the Kumkol field are currently being flared. In 
order to reduce or eliminate HKM’s gas flaring practices, and at the same time, improve the supply of 
electricity to the region, a feasibility study regarding the extraction of the gas and liquids from the oil 
stream and the construction of an electric generation facility has been initiated. In the event the decision 
is made to proceed with the project as currently envisioned and financing is not provided by the joint 
venture partner, additional funds would have to be raised by Hurricane to fund HKM’s share of project 
costs. Hurricane is presently reviewing a feasibility study prepared by Energy Center EC Kazakhstan, an 
independent engineering firm which has presented a number of alternatives and specifications with 
estimated costs ranging from $69.7 million to $84.9 million. Hurricane may elect to proceed with such a 
project with one or more financing and operating partners or to proceed with an alternative gas 
utilization program. In addition, Hurricane is reviewing a conceptual design for gas utilization completed 
by ABB Lummus Global in Germany. The Fiscal 1998 budget includes $3 million for the installation of a 
gas turbine and $200,000 for additional feasibility studies. 


Working Capital 
As at December 31, 1997, on a consolidated basis, Hurricane had a working capital of $125.6 million, 


including cash and cash equivalents of $25.6 million, and short-term investments of $77.3 million. 


RISKS 


Commodity Price Risks 


To date, Hurricane has sold virtually all of its production in the domestic market in Kazakhstan at prices 
which, for the most part have been significantly below the equivalent world market price, adjusted for 
transportation and quality differentials. The significant drop in world oil prices which occurred in the 
first few months of 1998 had no noticeable impact on the prices received for the HKM's production. In 
the future, Hurricane plans to increase production levels and to sell the incremental production over 
current levels in the export market at prices which would be more closely tied to world market prices. At 
that time, fluctuations in world prices will have a greater impact on Hurricane’s financial results. ‘To date, 
Hurricane has not used hedging programs to protect against fluctuations in oil prices because of the lack 


of correlation between Hurricane sales prices and benchmark world market prices. 
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Foreign Exchange Risks 


Hurricane Hydrocarbons Ltd. reports in US dollars and has operations which use US dollars, Canadian dollars 
and Kazakhstani tenge. Hurricane posts its sales prices in US dollars and although sales are, for the most part, 
made in tenge, payment is usually made before delivery so that the exposure to loss through a reduction in 
value of the tenge is minimized. Most of Hurricane's operating costs are denominated in tenge, and thus tenge 
bank balances are maintained in addition to US and Canadian dollar balances. There is no significant forward 
market in the tenge, accordingly, no real hedging instruments are available. Hurricane’s exposure to changes in 
the value of the tenge is restricted to the net amount of the tenge bank balance and the tenge accounts 


receivable and payable and is partly offset by the ongoing requirement for tenge for regular operating costs. 


In March, 1997, Hurricane issued five year Canadian dollar notes in an aggregate principal amount of 
Cdn $110 million. This was equivalent to approximately $80 million at the time of issue and at 
December 31, 1997 was equivalent to approximately $77 million. Hurricane has elected not to hedge this 
exposure, and at this time, is exposed to changes in the value of the Canadian dollar against the US 
dollar. The Company continues to review its alternatives in this regard and may choose to hedge the 


exposure at some time in the future. 


Risks of Doing Business in Kazakhstan 


Hurricane’s operations and assets are located in the Republic of Kazakhstan, a member of the Commonwealth 
of Independent States. Kazakhstan has been independent of the former Soviet Union since December 16, 1991 
and is ruled by a President and a Parliament which are elected by the general population. There are risks 
inherent in operating in a country which has been independent for such a relatively short period of time and 
which does not yet have an extended history of political and economic stability. In light of this, Hurricane 


has purchased an insurance policy to protect itself from certain of the political risks to which it is exposed. 


Year 2000 Compliance 


Due to the recent purchase and installation of the Company's information systems, Hurricane and its 
subsidiaries have no material year 2000 exposure. All business applications, technical systems, desktop 
tools and operating systems currently in use by Hurricane in Calgary, Almaty and Kyzylorda are in full 


compliance with the year 2000 issue. These systems were purchased and installed in 1997. 


Hurricane has a centralized Information Systems department structure through which all information 
technology purchases flow. This purchasing and control system was in place for all past purchases and 
assures the Company that all future purchases meet established standards such as year 2000 compliance. 
Furthermore, much of Hurricane’s data prior to 1997 was not maintained electronically. Therefore, the 
year 2000 will have no material effect on historical data. Hurricane maintains no integrated systems with 


third parties or suppliers. 


As a result, management does not anticipate that Hurricane will incur significant operating expenses or be 
required to invest heavily in computer systems improvements to be year 2000 compliant. Nor does the 
company anticipate that business operations will be disrupted or that its customers will experience an 


interruption of deliveries or services as a result of the millennium change. 


MANAGEMENT'S REPORT 


All information in this annual report is the responsibility of management. The 
financial statements necessarily include amounts that are based on estimates, 
which have been objectively developed by management using all relevant 
information. The financial information contained elsewhere in this report has 


been reviewed to ensure consistency with the financial statements. 


Management maintains systems of internal accounting control designed to 
provide reasonable assurance that assets are safeguarded, transactions are properly 
authorized and financial records are properly maintained to provide reliable 


information for the preparation of financial statements. 


The Audit Committee of the Board of Directors, comprised of one management 
and two non-management directors, has reviewed the financial statements with 
management and Deloitte & Touche. The financial statements have been approved 


by the Board of Directors on the recommendation of the Audit Committee. 


JOHN J. KOMARNICKI RICHARD P. NORRIS 
President and Chief Executive Officer ae jee oe oa ee, 


Chief Financial Officer 


HURRICANE SHARE PRICES AND VOLUMES 
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TO THE SHAREHOLDERS OF HURRICANE HYDROCARBONS LTD. 


We have audited the consolidated balance sheets of Hurricane Hydrocarbons Ltd. 
(the "Corporation" as at December 31, 1997 and June 30, 1997, and the 
consolidated statements of income and retained earnings, and changes in 
financial position for the six months ended December 31, 1997 and the year 
ended June 30, 1997. These consolidated financial statements are the 
responsibility of the Corporation's management. Our responsibility is to express 


an opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing 
standards in Canada. Those standards require that we plan and perform an audit 
to obtain reasonable assurance whether the consolidated financial statements are 
free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the consolidated financial 
statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 


financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Corporation as at December 31, 1997 and 
June 30, 1997, and the results of its operations and the changes in its financial 
position for the six months ended December 31, 1997 and the year ended June 30, 


1997 in accordance with generally accepted accounting principles in Canada. 


The consolidated balance sheet as at June 30, 1996 and the consolidated statements 
of income and retained earnings and changes in financial position for the year 
ended June 30, 1996 were reported on by another firm of Chartered Accountants 


who issued an unqualified opinion in their report dated September 5, 1996. 


os ; eo 
Die We oS Jyce he 
DELOITTE & TOUCHE 


Chartered Accountants 


Calgary, Alberta 
April 2, 1998 


CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 


(Expressed in United States dollars) 


Six Months Ended Year Ended 
Dercmberat June 30 
1997 1997 1996 

Revenue 
CONES. tus paver uaat Beagete eect ec eee 93,907,303 $ 84,473,927 $ 119;597 
Interestanctothemincome meee ceca: 896,875 700,349 127,495 

94,804,178 85,174,276 247,092 
Expenses 
PLOGUCHION Meer ee ne eer once ae ye aha. 28,444,098 23,604,851 47,703 
INE I GTES 5, Jeb Blain cna Gc ge ce aes Oe eee 6,850,504 3,471,509 14,574 
Generalland administrative). 420s .+ ee. see 13,728,921 15,990,654 67,054 
Interest on lone-termuvdebt yo. so oe n= 2 6,902,840 2,645,356 = 
Depletion-and depreciation .=-. +53... .-2+--: 15,932,966 17,049,249 62,869 
Poreton exchange loss (gain) 0... - 222 --eea 31,594 (65,139) — 

71,890,923 62,696,480 192,200 
Income before Income Taxes .............--- 22,913,255 22,477,796 54,892 
Income Taxes (note 7) 
Current provision (recovery). .-.....-.+--:--- 7,069,467 9,609,725 (7,587) 
Dicletted PTOvisiON sn .ne sta sts aise mc es ee eae — 360,000 - 

7,069,467 9,969,725 (7,587) 

NeHINCOMe mean eee ee ek wadlsaw dx 15,843,788 12,508,071 62,479 
Retained Earnings (Deficit), Beginning of Period . 12,418,403 (57,766) (120,245) 
Preferred share dividends ......+.0+¢+esuueu- (31,750) (31,902) — 
Retained Earnings (Deficit), End of Period ......... $28,230,441 $ 12,418,403 $ (57,766) 
Income pen Sharel(note 10) ie oe caer 0.37 $ 0.39 $ 0.01 
Weighted average number of shares outstanding . . 42,825,862 31,802,015 11,142,245 


Hurricane Hydrocarbons Ltd. 


pl 


32 


CONSOLIDATED BALANCE SHEETS 
(Expressed in United States dollars) 


Decemberat june oe 
1997 1997; 
Assets 
Current 
Cash and cash equivalents: (32.2 ..--/ <a creed ot ee ne $ 25,633,922 $ 22,043,270 
Shoft-term investmefitssc en eee ee eee ee 77,261,540 wee 
Accounts-receivable. 234... 6 aceceh oie oe Gr ee eee 42,445,652 61,080,826 
EnvemtOrys50-5 023 kon oS ee wR leh Micaela lave Wage ge eR eT ae 16,969,592 20,071,677 
Prepaid expenses i... fcc! lat lis cigs 4 cane eee a ents haat 3,378,667 868,207 
165,689,373 104,063,980 
Investment and loans receivable (nofe:S) ee eee eee eee 2,901,063 492,802 
Capital assets (note 4)! << 2 Ae oe Sete cr ea gar Pe peers 178,764,362 147,218,526 
Detetred, financing costs, met! 2.1. o> ans 2 retorted eer eae 7,943,103 3,787,349 
$ 355,297,901 $1 255,562,057, 
Liabilities 
Current 
Accounts payableand’accrucd liabilities” 23. eee ee ee $ 22,810,411 $ 42,097,395 
Prepayments for refined products’ ...5.40 4.46 eee eee eee 11,574,813 =S 
‘laxes' payable-and accrued +22 a. a.1a on coast ciate ene ek eee re 5,742,872 19,538,058 
40,128,096 61,635,453 
Long-term debe (note5) (Ss. ccoris- a 2 otek eee 180,499,440 77,978,088 
Provisionton tluitunersiterrestoratiomicOsts pa linear mttaer ene 439,610 256,137 
Deferred foreien exchange pain 22-2. > Be aes eee ees 2,796,904 338,873 
Deterred income taxes”) soon fe So ee eee 360,000 360,000 
Preferred..shares, o£ subsidiary, (note 2). eraser tsentee an eee ee 136,000 136,000 
224,360,050 140,704,551 
Commitments and Contingencies (note 9) 
Shareholders’ Equity 
Share ‘capital (note 6). oe o5 = occu cla eon ae 102,707,410 102,439,703 
Retaihed ‘eamitigs s 35 2c #350 ents vie er ced cnn eae ae 28,230,441 12,418,403 
130,937,851 114,858,106 
$ 355,297,901 $ 255,562,657 


Approved by the Board 


hls MO lace fo Plimasaeg 


LOUIS W. MacEACHERN JOHN J. KOMARNICKI 


Director Director 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


(Expressed in United States dollars) 


Six Months Ended Year Ended 
December 31 June 30 
1997 1997 1996 
CASH PROVIDED BY (USED IN): 
Operating Activities 
IN(Sa ieee; cele etn Sere OO cee eee $ 15,843,788 12,508,071 $ 62,479 
Items not affecting cash 

Depletion and depreciation oa vase ce esa 15,932,966 17,049,249 62,869 

Othermon-ceash charges! G22 enc os oe 252,130 270,133 a 

Deterredsinconne taxcsm mean ieee) ae — 360,000 ao 
Cash flow from operations 0 <::.12).0. dawn eee 32,028,884 30,187,453 125,348 
Changes in non-cash operating working capital items (79,542,098) (27,612,528) (19,343) 

(47,513,214) 2,974,925 106,005 
Financing Activities 
Proceeds from issue of share 

capital, net of share issuance costs ........... 267,707 14,535,692 4,388,252 
Proceeds from issue of special 

waltants, met of issuance costs.............- a= 76,027,994 = 
Proceeds on issue of long-term debt, 

METEOR ISSUANCE LCOSESEE I mine oer aaa oe 100,571,500 76,061,854 = 
Preferred share dividends | 2 1f}.......n-0--+-- (31,750) (31,902) = 
Repayment ot notes feceivable ci. j5 = eee — 62,122 161,051 
Funds provided from financing ..........--.. 100,807,457 166,655,760 4,549,303 
Investing Activities 
Acquisition of OJSC Hurricane Kumkol Munai (note 2) = (124,666,000) — 
Cash on hand in OJSC Hurricane Kumkol Munai at 

datcrob acc UISIIOD (MOTE 2) <a ais evans eee — 1,993,000 = 

— (122,673,000) — 
Capital expenditures, net of feneions Wie eae: (47,295,330) (27,865,514) (2,308,013) 
Investment and loans receivable .............. (2,408,261) — — 
Funds wsed (Or Investing J). dos oho eee (49,703,591) (150,538,514) (2,308,013) 
ATICFOUSE:H8 CSN 7c vs emiinyss ABReca's Foci nits sees 3,590,652 18,692,171 2,347,295 
Cash Position, Beginning of Period .............. 22,043,270 3,391,099 1,003,804 
Cash Position, End of Period .................. $ 25,633,922 22,043,270 $ 3,351,099 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Expressed in United States dollars) 


1. Significant Accounting Policies 


Principles of consolidation 


Hurricane Hydrocarbons Ltd. ("Hurricane" or the "Corporation") is an independent international energy corporation engaged in 
the acquisition, exploration, development and production of oil, principally in the Republic of Kazakhstan. Until the fall of 1996, 


all of the Corporation's operations were conducted in western Canada. 


The consolidated financial statements of Hurricane have been prepared in accordance with generally accepted accounting principles 
in Canada and include the accounts of the Corporation, which is incorporated under the laws of Alberta, together with the accounts 


of its subsidiaries which are incorporated under the laws of Canada, Cyprus or Kazakhstan. 


As more fully explained in note 2, effective November 30, 1996, the Corporation acquired all of the common shares of GAO 
Yuzhneftegaz, now known as OJSC Hurricane Kumkol Munai ("HKM") from the Republic of Kazakhstan. Accordingly, the 
consolidated financial statements for the year ended June 30, 1997, as presented, include the operations of HKM as at and for the 
seven months ended June 30, 1997. Hurricane's activities in Kazakhstan account for substantially all of the revenues, income and 
assets as reported in the consolidated financial statements from the date of acquisition of HKM. 


Change in year end 


In 1997, the Corporation changed its year end from June 30 to December 31. 


Joint ventures 

Certain of Hurricane's activities are conducted jointly with others through both incorporated and unincorporated joint ventures. 
Accordingly, these consolidated financial statements reflect Hurricane's proportionate interest in such activities. 

Foreign currency translation 


As the Corporation's operations are principally international and are primarily denominated in United States dollars, the 
Corporation has chosen to report in United States dollars. Prior years’ financial statements previously expressed in Canadian dollars 


have been translated to United States dollars using the rate of exchange in effect at June 30, 1996. 


Subsequent to June 30, 1996, foreign currency amounts, including those of foreign subsidiaries, are expressed in United States dollars 


using the temporal method as follows: 
* Monetary assets and liabilities — at the rate in effect at year end; 


¢ Other assets and liabilities — at historical rates; and 


* Revenues and expenses — at the average exchange rates during the period, except for provisions for depletion and depreciation 


which are translated on the same basis as the related assets. 


Gains or losses resulting from such conversions are charged to operations except that gains or losses on conversion to United States 


dollars of long-term monetary assets and liabilities are deferred and amortized over the remaining lives of the assets or liabilities. 


Cash and cash equivalents 


Cash and cash equivalents includes term-deposits with original maturity terms not exceeding 90 days. 


Short-term. investments 


Short-term investments consist of investments in high-grade corporate bonds and government treasury bills with original maturity terms 
ranging between 91 days and one year. These securities are recorded at their December 31, 1997 market values, with resulting holding 


gains or losses recorded in interest income. The unrealized holding gain on short-term investments was $786,898 at December 31, 1997. 


Inventories 


Inventories of crude oil are recorded at current estimated selling price net of related expenses. Inventories of oil products and other 


inventories are recorded at the lower of cost and net realizable value. 


Petroleum and natural gas properties 


Hurricane follows the full cost method of accounting for oil and gas operations whereby all exploration and development expenditures 
are capitalized on a country-by-country cost centre basis. Such expenditures include land acquisition costs, geological and geophysical 
expenses, carrying charges for unproved properties, costs of drilling both productive and non-productive wells, gathering and 
production facilities and equipment. Proceeds from sales of oil and gas properties are recorded as reductions of capitalized costs, unless 
the cost centre's depreciation and depletion rate would change by a factor of 20 per cent or more, whereupon gains or losses are 
recognized in income. Maintenance and repair costs are expensed as incurred, while improvements and major renovations to assets 


are capitalized. 


Costs accumulated within each cost centre, including provision for necessary future development and site restoration expenditures, 
are depreciated and depleted using the unit-of-production method based upon estimated proved reserves before royalties. Significant 
development projects and expenditures on exploration properties are excluded from the depletion calculation prior to assessment of 


the existence of proved reserves. Costs for excluded properties are evaluated periodically for impairment. 


Capitalized costs are subject to a year-end ceiling test. Costs accumulated in each cost centre are limited to the estimate of future net 
revenues from production of estimated proved reserves at prices and costs in effect at the year end, plus the cost or less any impairment 
of such costs. Costs accumulated in all cost centres are also evaluated after consideration of estimated future interest expense, 


administrative costs, future site restoration costs and income taxes attributable to those operations. 


Future site restoration 


The Corporation provides for future site restoration and abandonment costs using the unit-of-production method, based on total 


proven reserves. The provision is included with depletion and depreciation expense. 


Depreciation 


Depreciation is provided on other capital assets using the declining balance method at the rate of 20 per cent per annum. 


Financing charges 


The costs of arranging debt financing are deferred and amortized over the term of the debt as interest expense using the straight-line method. 


Long-term debt 


The difference between the value ascribed to the Canadian Notes and the face value of the notes (the “Discount ) is amortized as 


interest expense on a straight-line basis over the term of the debt (note 5). 
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Revenue recognition 

Sales of petroleum and refined products are recorded in the period in which the sale occurs. Produced but unsold products are 
recorded as inventory until sold. 

Royalties 


Royalties are recorded on the accrual basis and are paid to the government of the Republic of Kazakhstan in accordance with 
negotiated hydrocarbon agreements on a field-by-field basis. The Corporation's royalties, which are either fixed or are based on a 


sliding scale related to production in the specific field for a calendar year, vary from 3 per cent to 15 per cent. 


Financial instruments 


The Corporation has estimated the fair value of its financial instruments which include cash and term deposits, accounts receivable, 
notes receivable, accounts payable, and accrued liabilities and long-term debt. The Corporation has used valuation methodologies and 
market information available as of year end and has determined that of such financial instruments, the carrying amounts approximate 


fair value in all cases except for notes receivable (note 3). 


Financial risks 
The Corporation is exposed to credit risk to the extent of non-performance by third parties in the payment of receivable amounts. 


The Corporation is also exposed to foreign currency risk to the extent that transactions and balances are denominated in currencies other 
than United States dollars. This risk could be significant for those transactions and balances denominated in the currency of Kazakhstan, the 


tenge, as the currency is relatively new. The currency has been stable recently, however it has experienced rapid devaluation in the recent past. 
The Corporation currently negotiates the price it receives for its crude oil and refined products which it sells in Kazakhstan. Sales 


prices are not directly dependent on world commodity prices for crude oil. 


Use of estimates 


The preparation of financial statements in accordance with generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the consolidated financial statements 
and the reported amounts of revenues and expenses during the reporting period. These estimates are subject to measurement 


uncertainty. Actual results could differ from and effect the results reported in these consolidated financial statements. 


2. Acquisition of HKM 


On August 28, 1996, the Corporation entered into a Share Sale-Purchase Agreement (the "Agreement") with the Republic of 
Kazakhstan for the purchase of 100 per cent of the issued common shares of HKM, a state owned joint stock company, operating in 


the South Turgai Basin, located in south central Kazakhstan. 


HKM also has a single class of preferred shares outstanding which are owned by current and former employees of HKM. The preferred 
shares are entitled to one vote per share which represents 10.5 per cent of the aggregate voting shares. The preferred shares are entitled 
to an aggregate dividend preference of approximately $60,000 per annum and are non-participating except in a liquidation of HKM, 


in which event the holders of the preferred shares will participate to the extent of 10.5 per cent of net assets. 


Under the terms of the Agreement, which was finalized and signed on December 12, 1996, the purchase price was $120 million. Of 
the purchase price, $30 million was paid on each of September 5, 1996, December 12, 1996, March 31, 1997 and April 30, 1997. 


The acquisition of HKM was accounted for under the purchase method with an effective date of November 30, 1996. Hurricane's 
aggregate purchase price of $120,000,000 plus costs incurred by Hurricane associated with its acquisition of HKM of $4,666,000, 


was assigned to the assets and liabilities of HKM, including joint venture interests, as follows: 


(Expressed in United States dollars) 


COE PD AS Sli Riese ena Bee LLG st Rare Neen) ee $ 1,993,000 
LCE OUSIECCEEV AD Lemay ene ae WA eta oo S1As | ate Suet hat eee USS oh ok 33,428,000 
rep ayimchiesntOy SUP PCE se eB ior eie Wises Sabon wie 1alae oeS: Sod Wawa s one 892,000 
INDNRSINCOS Sie «6, 6-6, Groner A BUG od Oa APO acre OCR ac CoM ane ee 6,581,000 
Sarita aSSCES mn Pee NE re A ee ok eee as ~ 130,178,000 
173,072,000 
less: 
Accounts payable and accrued liabilities”. 76 a2 .2 4 eens se se ns eae $ 48,270,000 
Pretetted snares OLSUDSIGIALY Wom RR Ac - og ohne os Advis sso heed 136,000 48,406,000 
Ne PLEO Se eOMSIGC ALONE eT Ot ae cro ties Ae a) wee ais elas de ae $ 124,666,000 


3. Investment and Loans Receivable 


Notes Receivable 


During 1994, the Corporation advanced funds to certain officers and directors to enable them to purchase Class A common shares 
from treasury pursuant to share options. The advances are non-interest bearing with no fixed terms of repayment, supported by 
demand promissory notes. The Corporation does not anticipate demanding any repayment on these notes during calendar 1998; 


consequently, these notes are reflected as non-current assets. Due to the terms of the notes, the fair value cannot be determined. 


Investment 


During the year, the Corporation entered a joint venture agreement for the construction and operation of an oil transfer terminal 
(the “Transfer Terminal”) on the Chinese border. The Corporation is committed to fund the construction of the Transfer Terminal 
in the amount of $5,973,000 in return for a 66.7 per cent ownership share. At year end, the Corporation had advanced $1.0 million 


towards this commitment. 


Loan Receivable 


The Corporation loaned $1.4 million to secure a contract for the management and related services required for the operation of the 
Transfer Terminal. The contract expires November 30, 1999 and the Corporation is committed to loan a maximum of $2.6 million. 


This loan is secured by assets and is due December 31, 2001, including accrued interest at the rate of 11.45 per cent. 


Investment and loans receivable include the following: 


(Expressed in United States dollars) 


December 31 June 30 
1997 1997 1996 
INotesnrecelvablem em ete aon roe eens neni aren ia ae $ 476,043 $ 492,802 $ 554,924 
LINVESTIMCLIC Mee rte Rte one. rete el aE ewten® Bins 12 ks 1,000,020 | — = 
Moaneceivablemerr ena eo icke ee nusye eects. 1,425,000 a — 
$ 2,901,063 $ 492,802 $ 554,924 
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4. Capital Assets 


(Expressed in United States dollars) 
December 31, 1997 


Accumulated Net Book 
Cost Depreciation Value 

Oil and gas properties and equipment 
Canada 2 35h Ae ee ee $ 1,397,049 $ 608,886 $ 788,163 
Kazakhstan nec cute deta cies a oat ee 207,985,275 31,738,014 176,247,261 
209,382,324 32,346,900 177,035,424 
Other capital assets) 27 yore ee eee 2,469,506 740,568 1,728,938 
$ 211,851,830 $ 33,087,468 $ 178,764,362 


ee 


June 30, 1997 


Accumulated Net Book 
Cost Depreciation Value 

Oil and gas properties and equipment 
Ganada.cincnesas Mae chee rer eee $ 1,329,186 $ 584,975 $ 744,211 
Kazakhstan” <viscc cies one eet sues i 160,789,753 16,266,000 144,523,753 
162,118,939 16,850,975 145,267,964 
Other capital assets. sGahs om os ins ee eee 2,437,562 487,000 1,950,562 
$ 164,556,501 $ 17,397.97) $ 147,218,526 


Excluded from the depletable base are undeveloped properties of $48,313,000 (June 30, 1997 — $48,313,000). 


5. Long-Term Debt 


Canadian Notes 


On March 26, 1997, Hurricane issued Cdn $110 million (US $80 million) of special warrants under a Special Warrant Indenture 
(the “Indenture”), dated March 26, 1997. Under the terms of the Indenture, each special warrant was exercisable by the holder 
thereof, at no additional cost, into one unit, with each unit comprised of one $1,000 principal amount Note and 45 Series 5 warrants 
(see note 6(h)). In accordance with generally accepted accounting principles for compound financial instruments, Cdn $107,525,000 
(US $78,245,525) was ascribed to long-term debt and the remaining Cdn $2,475,000 (US $1,801,048) to share capital. As of July 
27, 1997, all of the special warrants were exercised or were deemed to have been exercised. As a result, Hurricane issued Cdn $110 
million of 11 per cent senior unsecured notes due 2002 (the “Canadian Notes”) under the Indenture. As at December 31, 1997, the 


unamortized discount is $1,472,080 (June 30, 1997 — $1,703,187). 


The Canadian Notes will mature on March 27, 2002 and all outstanding principal will be repayable on maturity. Interest on the 
Canadian Notes accrues at the rate of 11 per cent per annum and is payable on June 1 and December 1 in each year through 2001, 


commencing June 1, 1997, with the final interest payment on March 26, 2002. 


The Canadian Notes are general unsecured obligations of Hurricane and rank equally in right of payment to all existing and future 
unsecured debt of Hurricane not subordinated by its express terms. The Canadian Notes rank senior in right of payment to any and 
all existing and future subordinated debt of Hurricane. The Canadian Notes are not callable or otherwise redeemable at the option 


of the Corporation at any time prior to their stated maturity date. 


US Notes 


On November 7, 1997, Hurricane issued $105 million of 11 3/4 per cent senior unsecured notes due 2004 (the “US Notes”). The 


US Notes will mature on November 1, 2004 and all outstanding principal will be repayable on maturity. 


Interest on the US Notes accrues at the rate of 11 3/4 per cent per annum and is payable on May 1 and November | of each year, 


commencing May 1, 1998. 


The US Notes are general unsecured obligations of Hurricane and rank equally in right of payment with all existing and future 
unsecured debt of Hurricane which is not subordinated by its express terms. The US Notes rank senior in right of payment to any 


and all existing and future unsecured subordinated debt of Hurricane. 


The US Notes are redeemable at the option of Hurricane, in whole or in part, at any time on or after November 1, 2001 at 
redemption prices varying from 100 per cent to approximately 109 per cent of the principal amount thereof, plus accrued and 
unpaid interest, liquidated damages, and additional amounts, if any, to the date of redemption depending on the redemption date. 
Notwithstanding the foregoing, any time prior to November 1, 2000, Hurricane may redeem up to 33 1/3 per cent of the original 
aggregate principal amount of the US Notes with the net proceeds of a public offering at a redemption price of 111 3/4 per cent of 
the principal amount thereof, plus accrued and unpaid interest, liquidated damages and additional amounts, if any to the date of 
redemption; provided that at least 66 2/3 per cent of the original aggregate principal amount of the Senior Notes remains 
outstanding immediately after the occurrence of such redemption. The Senior Notes also may be redeemed at the option of 
Hurricane, in whole but not in part, at any time at a redemption price equal to the principal amount thereof plus accrued an unpaid 
interest, liquidated damages and addition amounts, if any, to the redemption date in the event of certain changes in certain applicable 


tax laws or in official interpretations thereof. 


Principal repayments of long-term debt for the five succeeding years and thereafter are as follows: 


(Expressed in United States dollars) 


HS) ne RE Fe Ue he Se aden A rane 2 bata <n Ls $ =e 
IE yo: oid Sig baa NS PUA DOIERO 5 a HOE ORO NE nee ee ae a — 
E)() OOM ee Len Reyer ene rn ce Sie eae akepch age apd ah isi Sake we — 
POON: ox ale Gled 8 Bip ob pls. eid tecdeo cing Seer eie eect HRI Cen eal pen Ina EA — 
XO 5 os cite ale Meare oathet.c por BiB ac ocho oie Sree Rone tc Oona ee eae 76,971,520 
SDSECUICIMNCLIS eran Merce es ere ee ies wo ne aes eee nS See he 105,000,000 

cath RS SOLS ey BENSON EY ECBO SEIN GEN hee PRUNE CURIE Rae Sr Ee Oe eae $ 181,971,520 
Wnramoruzedidiscount ou @anadianNotcs manent eeeieieiiore sirens © (1,472,080) 
MON erter i CeOe mnt bei oe heer se eine ene ee ee he si wis whe $ 180,499,440 
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6. Share Capital 
a) Authorized share capital consists of an unlimited number of no par value Class A common shares, and an unlimited number of 
no par value Class B redeemable preferred shares, issuable in series. 
b) Issued Class A common shares, including convertible special warrants: 
(Expressed in United States dollars) 
December 31, 1997 June 30, 1997 June 30, 1996 
Number Amount _ Number Amount Number Amount 
Balance, beginning of period ........ 42,732,259 $102,439,703. 13,221,973 $10,074,970 10,186,307 $ 5,686,718 
Convertible special warrants issued 
for service provided (note (e)) .... — _ 150,000 252,581 = — 
Convertible special warrants issued 
for cash (note (e)) ..........04 — — — — 2,550,000 4,113,808 
Stock options exercised for cash .... 60,000 113,112 i 275,500 389,761 87,000 122,828 
Purchase warrants exercised for cash . 108,000 173,963 5,631,514 13,894,958 398,666 li56 
Class A special warrants issued for 
Gale 6A) so0500 684006000 — == 12,223,000 40,148,540 = == 
Class B special warrants issued for ; 
easy (note(g) "Rv .aes eee _ eee 11,230,272 40,979,808 = a 
Special Warrants issued for cash 
Goch) sce eae eee = Shes — 1,801,048 = = 
Issuance costs eee eee (19,368) — (5,101,963) — (360,140) 
Total issued during the period ..... 168,000 267,707 m 29,510,286 92,364,733 3,035,666 4,388,252 
Balance; end. of petiod a. 4enianee ae 42,900,259 $ 102,707,410 427323259) $102,439. 703" 1332210973) o) 100742970 


c) 


During October 1994, the Corporation completed a private placement of 618,400 Class A common shares at Cdn $1.50 per 
share, realizing proceeds before expenses of Cdn $927,600. The purchasers received an equal number of warrants permitting 
them to acquire an additional Class A common share at a price of Cdn $1.65 per share until October 19, 1996 for each warrant 


exercised. All warrants were exercised before the expiry date. 


During February 1995, the Corporation completed a Cdn $4 million private placement of 2,666,666 special warrants at Cdn $1.50 
each, realizing approximately Cdn $3.5 million after Underwriter's commissions and other expenses related to the issue. The 
Corporation also issued 120,000 special warrants to three officers of the Corporation for services rendered during the preceding 
fiscal year. Each special warrant entitled the holder to receive upon exercise, which occurred during August 1995, one Class A 
common share, 0.5 of a Series 1 share purchase warrant, and 0.5 of a Series 2 share purchase warrant. Each full Series 1 warrant 
entitled the holder to acquire, subject to adjustments, one Class A common share at a price of Cdn $1.90 until February 21, 1997, 
while each full Series 2 warrant entitles the holder to acquire, subject to adjustments, one Class A common share at a price of Cdn 
$2.25 until February 23, 1998. In connection with the private placement, the Corporation granted to its Underwriter compensation 
warrants entitling it to acquire until February 21, 1997, up to 133,333 Class A common shares at a price of Cdn $1.50 per share 
and up to 133,333 Class A common shares at a price of Cdn $1.90 per share. All of the Series 1 warrants and compensation warrants 


were exercised before the expiry date. As at December 31, 1997, 200,333 Series 2 warrants had been exercised. 


During March 1996, the Corporation completed a Cdn $5.6 million (US $4.1 million) private placement of 2,550,000 special warrants at 
Cdn $2.20 each, realizing approximately Cdn $5.1 million (US $3.8 million), after the Underwriters commissions and other expenses related 
to the issue. Each special warrant entitled the holder to receive upon exercise, which occurred during May, 1996, one Class A common share 
and 0.5 of a Series 3 share purchase warrant. Each full series 3 warrant entitled the holder to acquire, subject to adjustments, one Class A 
common share at a price of Cdn $2.50 until February 21, 1997. In connection with the private placement, the Corporation granted to its 
Underwriter compensation warrants entitling it to acquire until March 21, 1997, up to 150,000 Class A common shares at a price of Cdn 


$2.30 per share. All 1,275,000 Series 3 warrants and all 150,000 compensation warrants were exercised prior to the expiry date. 


f) On September 5, 1996, the Corporation completed a Cdn $55 million (US $40.1 million) private placement of Class A special 
warrants. A total of 12,223,000 Class A special warrants, exchangeable into an equal number of Class A common shares of the 
Corporation, were issued at Cdn $4.50 per Class A special warrant. The Corporation failed to clear a final prospectus within the 
prescribed time period required by the Class A special warrant indenture, to qualify shares for exchange and as a consequence, 
each Class A special warrant entitled the holder to receive on exercise of the Class A special warrant an additional warrant (a 
"Series 4 warrant"). In accordance with the terms of the special warrant indenture governing the Class A special warrants, the 
Class A special warrants were deemed to have converted into 12,223,000 common shares and 12,223,000 Series 4 warrants. Five 
Series 4 warrants, plus Cdn $5.10 entitled the holder to purchase one additional Class A common share of Hurricane. During 
the year ended June 30, 1997, 2,384,457 Class A common shares were issued on exercise of 11,922,285 Series 4 warrants for 
gross proceeds of $8,798,646. The remaining 300,715 Series 4 warrants expired. 

g) On November 26, 1996, the Corporation issued by private placement a total of 10,476,000 Class B special warrants, 
exchangeable into an equal number of Class A common shares, for Cdn $55 million (US $41.0 million). Under the terms of the 
issue, the Corporation did not qualify shares to be exchanged for the Class B special warrants within the prescribed time frame 
and as a consequence each Class B special warrant entitled the holder to receive an additional 0.072 Class A common shares. In 
accordance with the terms of the special warrant indenture governing the Class B special warrants, the Class B special warrants 
were deemed to have converted into 11,230,272 Class A common shares. 

h) On March 26, 1997, the Corporation issued 110,000 special warrants (see note 5). Each special warrant was exercisable, partially into 45 
Series 5 warrants. As described in Note 5, Cdn $2,475,000 (US $1.8 million) of the proceeds were allocated to the Series 5 warrants. Each 
Series 5 warrant entitles the holder to purchase one common share of the Corporation at a price of Cdn $6.25 until March 26, 2002. If 
after March 26, 2000, the cutrent market price of the common shares of the Corporation is greater than Cdn $12.50, the Corporation has 
the right to accelerate the expiry date to 20 days after the date the Corporation gives the required notice to the holders of Series 5 warrants. 
The special warrants were deemed to be exercised 5 days after a receipt was issued for the prospectus which was dated July 21, 1997; 
accordingly 4,950,000 Series 5 warrants were issued and are currently outstanding as at December 31, 1997. 

i) The following stock options were outstanding at December 31, 1997: 

Exercise Price 

Date of Grant Number Outstanding Cdn$ Expiry Date 

Seprember Wil 9O4 nase ale 5 wes Genos wie 27s arrees 315,000 1.80 Aug 31," 1998 

aye 29S mate ve Mimo Cais aie «ashen w/leisi «ice i 50,000 2.00 May 1, 1999 

HUY sp LOO Pec oten acts eee: sia eoewis, Grn) 6c ane ae) 9 50,000 2.00 July 12, 1999 

[Dyxeatnl YS O7G MOS ex oh caso bee 5 ob ome be Ome 35,000 67/5) Dec. 26, 1999 

PER CAKy Ss LOUGH tha oe yeas tle se Haraate elle 100,000 1.90 Feb. 2, 2000 

NWiarchi taal OO Grrr oe aie tite cei s over a eel sieves 275,000 Dale) March 12, 2000 

PALSISEL Oy LI SOME Sah on iin 9 cosy vie tino 40,000 4.50 Aug. 19, 2000 

Septemibeet 1/4. LO 9G nratete state Sortie or 1k craias. 40,000 5.10 Sept. 17, 2000 

INGvembero p99 Gian ater ee cin eon 72,500 5.60 Nov. 2, 2000 

INaxiGinal eye 13), OIG. 6 soo oo tc Somme oe bolo aoe 710,000 5.70 Nov. 12, 2001 

December ss, A 990-0 tive Veiga km eaais ses 30,000 6.25 Dec. 2, 2001 

anitary Lan LOO fei. cette sist sie e wisia ele ome wel 15,000 6.50 [Ere i}, 2002 

INfarchiGaulo 9 Jaaremewemeres Site rer keke orev ercion tone cr 20,000 5.75 March 5, 2002 

Meine 12, SIE o-oo namoeeac nein med oo ooo 150,000 6.10 March 11, 2002 

Aeeen Goel 90 dan eae asters, peo ke eae 97,500 5.50 June 15, 2002 

TA POC Oy AOR ee ONG ae NT mee ne 50,000 6.60 July 21, 2002 

PARIS 1 I97 whccd Manta) Aci am alan Aine Slaeltioibin 1,450,000 9.30 Aug. 26, 2002 

Oya oie(os WY" > occu ga oo0ue saat Oooo sone 10,000 13.10 @Octros 2002 


3,510,000 


a 
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j) Class A common shares were reserved for issuance upon the potential exercise of outstanding purchase warrants at December 31, 


1997 as follows: 


Exercise Exercise 
Note Price 
Number Reserved Description Reference Cdn$ Expiry Date 
1,193,000 Warrants (Series 2) 6(d) $ 2.25 February 23, 1998 
4,950,000 Warrants (Series 5) 6(h) $ 6.25 March 26, 2002 


6,143,000 


7. Income Taxes 


The Corporation and its subsidiaries are required to file tax returns in each of the jurisdictions in which they operate. The prime 


operating jurisdictions are Canada and Kazakhstan. 


The provision for income taxes differs from the results which would have been obtained by applying the combined Canadian Federal 


and Provincial income tax rate to Hurricane's income before income taxes. This difference results from the following items: 


(Expressed in United States dollars) 


Six Months Ended Years Ended 
December 31 June 30 
1997 1997, 1996 

Effective combined Canadian federal and 

provincial income tax fate! ana. ere 44.6 per cent 44.6 per cent 44.6 per cent 
Expected taxiexpensells acti eee $ 10,219,312 $ 10,025,097 $ 24,153 
Non-deductible payments: wer ae. eee 2,165,800 1,746,589 488 
Lewet foreion tak rates -).0na we aa see (4,335,227) (3,785,178) = 
Deferred income tax benefit not recognized ..... 3,152,082 1,945,276 (24,641) 
Deferred income tax benefit recognized ........ (4,132,500) = — 
CWUHER™ aS ot oie MR eed oce cue etter an eee — 37,941 (7,587) 
Income’ fax expense (fecovery) 72r.-.5- ee ee $ 7,069,467 . $ 9,909 5725 $ (7,587) 


The Corporation's principal subsidiary, HKM, and the Corporation’s other subsidiaries and joint ventures operating in Kazakhstan, 


are separate taxpayers under Kazakhstani tax legislation. 


‘Taxes are payable in Kazakhstan based on financial statements prepared in accordance with the laws of Kazakhstan rather than 
financial statements prepared in accordance with generally accepted accounting principles ("GAAP") in Canada. The majority of the 
differences between the two sets of financial statements are timing differences where an expense or revenue item is recorded for 
Canadian GAAP purposes sooner than allowed under Kazakhstani law. The provision for Kazakhstani income taxes of $7,069,467 
for the period ended December 31, 1997 (year ended June 30, 1997 — $9,969,725) has been calculated by applying the Kazakhstani 


statutory tax rate of 30 per cent to the income of Hurricane's Kazakhstan subsidiaries. 


For 1997, the other companies have tax deductions available in excess of accounting deductions, the benefits of which have not been 


recognized. 


8. Segmented Information 


The Corporation's oil and natural gas exploration, development and production activities are conducted in both Canada and the 


Republic of Kazakhstan. The following information relates to the Corporation's operations by country: 


(Expressed in United States dollars) 


Six Months Ended Years Ended 
December 31 June 30 
1997 1997 1996 

Revenue 

(GET TARY «es BRA 2 3 Eee ede ean $ 156,627 $ 190,927 $ 145,097 

ISEVEL ATEN. BE Beery Bole og Re er oo 93,771,744 84,477,595 38,965 

CORP ORAICNE Treen ne rom cena ook 875,807 505,754 63,030 
iota rarer rt Ree It scare cn eidtS Wats Sekras $ 94,804,178 $ 85,174,276 $ 247,092 
Segment Operating Profit 

(CONTEYGEY dvs. cfy orb etenn ROO te Ree RR Te ee eae $ (34,041) $ (776,559) $ 19,951 

LeazaNS tate Mee Oe fe trae cet ee Rives icin ahs nats ws 33,059,313 27,482,535 38,965 
TGEN Sado ao ce eT ee ee CTE err 33,025,272 26,705,976 58,916 
Pd Mat Misttatlo mex PENSE! ares site xe ees \ Sees: ss (4,084,984) (2,088,577) (67,054) 
Pitetest (expense) mmcomel ae aed cue ete ass tis (6,027,033) (2,139,603) 63,030 
Ineo me fax\expense) TECOVEry| 24a. - aces «os 1 (7,069,467) (9,969,725) 7,587 
NGS Weverahoat st osc o cece atin a ties eee nS $ 15,843,788 $ 12,508,071 $ 62,479 
Total Assets 

Said ame meter ee eae Samy etc reeled: $ 1,492,280 $ 1,127,344 $ 950,354 

Kazakhstani qn ees eae rae ee an awstats 250,916,740 232,620,368 5,595,063 

Bot notsicu pes see's Sate on th ete aes os 102,888,881 21,814,945 3,860,425 
Ole SA ities Ms Bis Pelee $355,297,901 $i h259.562,607, $ 10,405,842 


9. Commitments and Contingencies 


The Corporation has a 50 per cent interest in Kumkol North through a joint venture with OJSC Oil Company LUKoil, a Russian oil 
company (“LUKoil”). The joint venture, Kumkol-LUKoil CJSC ("Kumkol-LUKoil") is the operator of the field. Kumkol-LUKoil, 
under the exploration and production license, dated December 20, 1995 (the "Kumkol North License") for the Kumkol North 
producing oil field, has committed to invest 5.3 billion tenge, 5.4 billion tenge, 2.6 billion tenge and 2.5 billion tenge in 1996, 1997, 
1998 and 1999, respectively, which, at the exchange rate in effect at December 31, 1995, would be approximately $82.0 million, $84.8 
million, $41.1 million and $38.8 million, respectively, and at the exchange rate in effect at December 31, 1997 would be approximately 
$70.2 million, $71.5 million, $34.4 million and $33.1 million, respectively. Kumkol-LUKoil did not satisfy this commitment in 1996 
or 1997. The Corporation intends to seek to renegotiate the terms of the Kumkol North License, including obtaining a waiver of any 
breaches of its capital investment commitments under such license. Any such renegotiation would require the approval of LUKoil. There 
can be no assurance that either LUKoil or the Government of Kazakhstan will agree to renegotiate the Kumkol North License or that 
the Government of Kazakhstan will waive the breach of the Company's capital investment commitments under such license. The failure 
to satisfy the capital investment commitments with respect to the Kumkol North producing oil field may result in the cancellation of 
the Kumkol North License. To date, the Corporation has received no notice from the Government of Kazakhstan of its intent to 
terminate the Kumkol North License. The Kumkol North producing oil field represents approximately 29 per cent of the Corporation's 
net proved reserves. Under the Share Sale-Purchase Agreement, HKM has the right to have the license for the Kumkol North producing 


oil field reissued to HKM in the event of the cancellation of the existing Kumkol North License. 
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Pursuant to the Share Sale-Purchase Agreement with the Republic of Kazakhstan (see note 2), a commitment was made to invest, in 
Kazakhstan, an aggregate of $280 million in capital expenditures, investments or other items which may be treated as capital assets 
of HKM on or before December 31, 2002. These expenditures will be used to further exploit and develop existing fields and to 
explore for new additional reserves to enhance future production and revenues. If the required investment is not made within the 
agreed time period, Hurricane will be required to pay a penalty of 15 per cent of the amount not invested. Expenditures relating to 
the construction of the road to Kyzylorda and the gas processing plant, as described below, may be applied against the commitment. 
As at December 31, 1997, approximately $59.9 million (June 30, 1997 - $27.8 million) of expenditures have been made towards 


satisfying this commitment. 


HKM is constructing a road from Kyzylorda to the Kumkol Field for the purpose of accelerating development of the Kumkol Field. 
To December 31, 1997, $20.6 million (June 30, 1997 — $18.2 million) has been expended. Further expenditures to complete the 
road are estimated by HKM management to be approximately $32.1 million. The Agreement obligates the Ministry of Oil and Gas 
Industry of Kazakhstan to ensure that all entities participating in the development of the South Turgai fields (fields adjacent to the 
Kumkol Field), bear their proportionate share in the construction costs. The’amount to be recovered through their participation is 


presently not determinable and no amount has been recorded for this recovery. 


Gas and gas liquids produced in the Kumkol Field are currently being flared. HKM has undertaken to conduct a feasibility study 


regarding the extraction of the gas and gas liquids and the construction of a facility which would use the gas to produce electricity. 


10. Income Per Share 


The income per share calculations are based on the weighted average number of Class A common shares outstanding during the 
period. Exercise of outstanding purchase warrants and stock options would result in a fully diluted income per share for the six 
months ended December 31, 1997 of $0.33 (year ended June 30, 1997 — $0.37). Fully diluted income per share for all other periods 


presented is equal to basic income per share. 


11. Comparative Figures 


The presentation of certain accounts for previous periods has been changed to conform with the presentation adopted for the 


current period. 


12. Generally Accepted Accounting Principles (GAAP) in the United States 


The Corporation's consolidated financial statements have been prepared in accordance with generally accepted accounting principles 
in Canada which, in the case of the Corporation, conforms in all material respects with United States GAAP, except that under 
United States GAAP, deferred income taxes are reported using the liability method instead of the deferral method. Under the liability 
method, current and deferred income taxes are recognized, at the currently enacted rates, to reflect the expected future tax 
consequences arising from the difference between transactions recorded in the financial statements and those in income tax returns. 
In addition, the full amount of the foreign exchange gain on the long-term debt is recognized in the statement of income under 


United States GAAP. In Canada, the gain or loss due to the translation of a long-term monetary item is deferred and amortized over 


the life of the related asset or liability. 


Consolidated Statements of Income 


The application of United States GAAP would have the following effects on net income as reported: 


(Expressed in United States dollars) Six Months Ended Years Ended 
December 31 June 30 
1997 1997 1996 

Net income as reported in accordance 

with Ganadiam GAAP 555 -- as 504. ccc.. $ 15,843,788 $ 12,508,071 $ 62,479 
Adjustment: 

Deferred income tax adjustment ............ — 360,000 T2514 

Deferred foreign exchange gain............. 2,424,143 338,873 — 
Net income under United States GAAP ........ $ 18,267,931 $ 13,206,944 $ 69,730 
Basic income per share under 

Winited Shrcs GAAP Bere nelie os ono yea 6 $ 0.43, $ 0.42 $ 0.01 
Diluted income per share under 

Wetted states GAAP gayaerse ech tee lets $ 0.43 $ 0.35 $ 0.01 


Stock based compensation 


Stock based compensation consists of stock options issued by the Corporation to its employees, officers and directors. The option 
price at the date of grant is equal to or greater than the market price at that date. The fair value of the 3,510,000 options outstanding 


at December 31, 1997 is approximately $16.2 million. 


Consolidated Balance Sheets 


The application of United States GAAP would have the following effects on balance sheet items as reported: 


Shareholders' Equity 


(Expressed in United States dollars) As at December 31 As at June 30 
1997 1997 
SirireHol cers requityias teported! in, ai ool. ts cite ecole ek aos a ek hess $ 130,937,851 $ 114,858,106 
ITCEAS CRE eR MRO Rt tere ee eer ees ie as te ate, td Rhode i 3,123,016 698,873 
Shareholders’ equity as adjusted to United States GAAP ............... $ 134,060,867 $, W115,596,972 


Accounts payable and accrued liabilities 


The following is the breakdown of accounts payable and accrued liabilities: 


(Expressed in United States dollars) As at December 31 As at June 30 
1997 1997 

PNGCORUIIS (AV Abs] Cah smatenairseteiret Ret st sh Ph etsy 2) cost evok Psbirs & Rusvloies og verse raeemaoe re $ 18,372,512 $ 32,102,908 

INCCEUCCULIADLICS Ha EAE R Me ete ALTO nero CLA Gla crareathe neon ck Nia aise 10,180,771 29,532,545 


Weta Meaniaey eesti choi veces cnc rss wn Wine NAGE ea rites Goeth 8 $ 28,553,283 $ 61,635,453 


Significant accrual balances include: 


(Expressed in United States dollars) As at December 31 As at June 30 
1997 1997 
Salanies amd related €xpenses.i. sic bw noe settee oot ele sen anim ne 0% ees $ 5,241,020 $ 10,690,139 
MMCGINETATICNOLNETICAKES ane ee eee siete meek et cetera each esr ete s yeas) Secon) = $ 2,248,492 $ 18,122,000 
$ 2,691,259 $ 720,406 


TRCT SSE eT Res TTC TN eRe ed eos fo) hata eicc las eo olen otst cy his Semon area aks 
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Income taxes 


The components of the net deferred tax liability are as follows: 


(Expressed in United States dollars) As at December 31 As at June 30 
1997 1o7 
Deferred tax liabilities. 20 tices celeb Soo ee eee $ — $ = 
Deferted tax assets). 5 ce ete oom et oe $ 38,190,000 $ 54,646,474 
Valuation allowance-5..) sic. nee fae ook ee eee (38,190,000) (54,646,474) 
Net deferred tax liability’) Jace tacit eee eee eee eee $ — $ — 


The major component of the deferred tax asset relates to the Acquisition of HKM. An asset results as the accounting book value was 
less than the tax values of HKM. 


Site Restoration 


Total anticipated costs for site restoration and abandonment for the Kazakhstan properties as at December 31, 1997 are $ 4.7 million. 


The anticipated cost for the Canadian properties is insignificant. 


Consolidated Statements of Cash Flow 


The application of United States GAAP would have no effect on the statements of changes in financial position as reported. 


Interest paid 


Interest paid each year is as follows: 


(Expressed in United States dollars) Six Months Ended Years Ended 
December 31 June 30 
1997 1997 1996 
Interest paich dni aaakepctas aemeaca tee ee eee $ 4,246,806 $ 1,626,104 $ == 
SS 


Income taxes paid 


Income taxes paid each year are as follows: 


Six Months Ended Years Ended 
December 31 June 30 
1997 1997 1996 
Income taxes: paid (recovery)/"< uaseche es ante $ 3,969,874 7,091,449 $ (7,587) 
SS SE, cc ae 


Impact of New and Impending US GAAP Accounting Standards 


a) The Accounting Standards Executive Commitee of the American Institute of Certified Public Accountants has adopted statement 
of position 96-1, “Environmental Remediation Liabilities”, which provides guidance on the recognition, measurement, display 
and disclosure of environmental remediation liabilities. The statement is effective for the Corporation's 1997 fiscal year, but did 


not have any material effect on the financial position or results of operations of the Corporation. 


b) In June 1997, the FASB issued SEAS No. 130, “Reporting Comprehensive Income” (“SFAS No. 130”), and SFAS No. 131 
(“SFAS No. 131”). SEAS No. 130 establishes standards for reporting and display of comprehensive income in the financial 
statements. Comprehensive income is the total of net income and all other non-owner changes in equity. SFAS No. 131 requires 
that companies disclose segment data based on how management makes decisions about allocating resources to segments and 
measuring their performance. SFAS No.s 130 and 131 are effective for 1998. Adoption of these standards is not expected to have 


an effect on the Corporation's consolidated financial statements, financial position or results of operations. 


DISCLOSURES ABOUT OIL AND GAS PRODUCTION ACTIVITIES (UNAUDITED) 


The following information about the Corporation's oil and gas producing activities is presented in accordance with United States 


Statement of Financial Accounting Standards No. 69: Disclosures About Oil and Gas Producing Activities. 


Oil and Gas Reserves 


Proved oil and gas reserves are the estimated quantities of crude oil, natural gas and natural gas liquids which geological and 
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing 


economic conditions. 


Proved developed oil and gas reserves are reserves that can be expected to be recovered from existing wells with existing equipment 


and operating methods. 


Estimates of oil and gas reserves are subject to uncertainty and will change as additional information regarding the producing fields 


and technology becomes available and as future economic conditions change. 


Reserves presented in this section represent the Corporation's working interest share of reserves net of royalties. The Canadian reserves 
at June 30, 1995, 1996 and 1997 are based on estimates by the independent petroleum engineering firm, Citadel Engineering Ltd. 
The Kazakhstani reserves at June 30, 1995 and 1996 are based on estimates by the independent petroleum engineering firm, Citadel 
Engineering Ltd. The Kazakhstan reserves at June 30, 1997 and December 31, 1997 are based on estimates by the independent 
petroleum engineering firm, McDaniel & Associates Consultants Ltd. ("McDaniel"). Estimates of the Corporation's oil reserves in the 
Kumkol and South Kumkol producing oil fields were prepared by McDaniel. In addition, McDaniel consolidated data relating to 


estimates of reserves in the Corporation's other fields prepared by others in order to produce estimates of the Corporation's reserves. 


The Corporation's net proved and net proved developed oil and gas reserves were as follows: 


Net Proved Reserves 


Crude Oil 
(thousands of barrels) 
Canada Kazakhstan Total 
iNet proved reserves, June’ 30, 1995.00 5.0... 301 15,380 15,681 
LDESHOSIELOMNS, ics, ccnents sys bus. SG to wart 9, visi. ohacacs (11) = (11) 
PIOCUCHOMerA eRe eS ei ee Ge nro (7) -—— (7) 
Revisions of previous estimates... 25. .5.05.. = (1,240) (1,240) 
iNet proved reserves, June 30) 1996. ..5..4.- 408 283 14,140 14,423 
PLE CUISIELONS tovazorienso fists aliae dtlubens een’ sae 4 8 Oi -- 139,750 139,750 
PrOUUCHON EEA RENAN ei ee ee (6) (9,314) (9,320) 
Revisions of previus estimates ............... — (2,374) (2,374) 
New proved resceves, June 30,1997 oon. ce ipa 142,202 142,479 
UNEUILLS EELOMIS eye fes eu eee scious lore cuinia: «leer an 9 nas. ed — 8,724 8,724 
PEQAUCLGH Me eetan tee ais haa se iaiad eaaae ee (6) (8,589) (8,595) 
Revisions of previous estimates ..............- — 76,088 76,088 
Net proved reserves, December 31,1997 ....... 271 218,425 218,696 
Net Proved Developed Reserves: .............3 
Jerre BOS ISOS, 6 ncon.ce660 60 Onl 0D > doo uD 301 
mess O M199 Giereanmtecn atts tana eiesy eter 283 
GUE IO 99. teeamtatoaricty ce mania ced elol ences 91,979 
129,742 


WDWecembernslMlOO fea ere ent tester 
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Standardized Measure of Discounted Future Net Cash Flows and 


Changes Therein Relating to Proved Oil and Gas Reserves 


The following standardized measure of discounted future net cash flows from proved oil and gas reserves has been computed using 
period end prices and costs and period end statutory tax rates. A discount rate of 10 per cent has been applied in determining the 


standardized measure of discounted future net cash flows. 


The Corporation does not believe that this information reflects the fair market value of its oil and gas properties. Actual future net 


cash flows will differ from the presented estimated future net cash flows in that: 

¢ future production from proved reserves will differ from estimated production; 

¢ future production will also include production from probable and potential reserves; 
¢ future rather than year end prices and costs will apply; and 

* existing economic, operating and regulatory conditions are subject to change. 

The standardized measure of discounted future net cash flows is as follows: 


(Expressed in United States dollars in thousands) 


Canada Kazakhstan Total 

December 31, 1997 

lai AGN IONS ooccoeocenonspvosocnene $ 6,860 $ 2,075,038 $ 2,081,898 
Future production, development and restoration costs 2,914 152595225 1,262,139 
PURDIKS THOME [EES cop ccoonncoevaotuasanee ; 986 204,374 205,360 
RUTH tala! CAINS go apoonn oc oborandsaa0e 2,960 611,439 614,399 
LO) percent annual ‘discount... eeae ere ere 1,141 248,146 249,287 
Standardized measure > 2-4 et Se ee $ 1,819 $ 363,293 $ 365,112 


SSR RS SS SSR SS SSS SSS SSS SSS SSS SSS SSS SSS SS 


June 30, 1997 


Future cash intows 26 cia sus eee ene $ 7,053 $ 1,302,304 $ 1,309,357 
Future production, development and restoration costs 3,142 677,008 680,150 
FOCErenincoine taxes ...41 ee eee: eee SEG 138,089 139,066 
Putuce metreash tows ee. et pee ase ee ee 2,934 487,207. 490,141 
LO percent annual:discounts, «1 ene 1,139 WES IS 175,114 
Standardized measure t 2, wea. oe See ee $ 1/95 $ 385232 $ 315,027 
June 30, 1996 

Pututercashiintlows “27 0 i. eee nee eee $ 7,439 $ DY TSW) $ 284,962 
Future production, development and restoration costs Spee) 142,087 145,686 
Futtive incometaxesr traces ee eee eee Dap) 44,002 44,937 
Future nee cash, Sowor emer tere a eee ee 2,905 91,434 94,339 
[0 percent-annual discount. «5. see ee i312 38,494 39,806 


Swecowebwitahicaal sao op ooo nu uuLeoceuaauacac $ 1593 $ 52,940 $ 54,533 
SSS SSS 


Changes in standardized measure of discounted future net cash flows for the following periods ended: 


(Expressed in United States dollars in thousands) 


Six Months Ended 


Years Ended 


Year ended June 30, 1996 


December 31 June 30 
1997 IDS 1996 
Sales of oil and gas net of production costs ...... $ (12,524) $ (34,609) $ (36) 
Net changes in prices and production costs ...... (10,111) (12,177) — 
Extensions, discoveries and improved recovery ... = = = 
TERI ASC Ol FESCEVES yet. oes) ma 0o 2G « 12,7215 278,680 _ 
Salestolsrescrvcsmnets wae ee nes ocean be ae ae te = = (14) 
Revisions Of previous estimates. ...00 1.04. sas 115,416 (4,789) 460 
Net change in future development costs ........ (57,360) Syl Sys) = 
INGCLEHOMUOMGISCOUNE Mata onto cee ore eee. 1,943 1,838 1,670 
increascepe ee ey ain se aT ck ee rhea © ao: 50,085 260,494 2,080 
Standardized measure, beginning of period ...... 315,027 54,533 52,453 
Standardized measure, end of period ........... $ 365,112 $ 315,027 $ 54,533 
Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities 
for the following periods ended: 
(Expressed in United States dollars in thousands) 
Canada Kazakhstan Total 
Six months ended December 31, 1997 
- Property Acquisition 
Be CoM AR aI xckatimwrsrs ea uciar hac pyre Res $ — $ 1,596 $ 1,596 
MIEPLOVER VAs to oes pee Seviiditsla ater acue Sates — 2,417 2,417 
IDEVELOPIIENE 15 ale Gros.» aysekernw as ae gidke soelei 68 43,182 43,250 
Explovdtionore ws) ore ose cleanin ate slere = oon — — a 
eae ch Se arene eye $ 68 $ 47,195 $ 47,263 
Year ended June 30, 1997 
Property Acquisition 
IBRchicrall ) Bn a-9 ence tee mebin’ lens ania eee eae ase $ — $ 75,007 $ 75,007 
I PLOVEd RWI ace os etnias on. s sis w Mbobe 6 cue ote — Splat 55,171 
Developments: aqme. itso un aui alana stsuetieds « Sershs 11 23,659 23,670 
ESDIGlAUONl sia ered tle Btn Gaerne Mor fe ojo snot nie le — oe = 
Se TTR AUG ah eae rs rsreiR ha aes conte ele $ 11 $ 153,837 $ 153,848 


Property Acquisition 
Prtived iene fot ste tn Siete hank sins AER $ ae $ — $ = 
tip roved mein. We ae mmintadlsicactat et vateers tetas — = = 
Weve lo piinetiGes sa miuusme ure mete bal arc ts gio. yeaa) 40 2,182 2,222 
EXPIOEAION pyc ntrs etn oa ni ere vn ata ioe meee = = == 
Se eee Rae eM aouelobs Rete aten aa NaC hers aus $ 40 $ 2,182 $ 2,222 
a NST 
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Depletion per unit of net production: 


Canada 


Kazakhstan 
($/barrel of oil equivalent) 


Six»months ended December'31,°1997 Jeancssooe cee eee 3.19 $ 1.88 
Year ended. June 30; 1997.0 x acke 6s Ori aoe ener a ete eee ene 9.96 $ ay) 
Year ended June’30} 1996 Sue ceceucehe tere ore tart eoner estar aa roe Dio2 — 
Results of Operations for Oil and Gas Producing Activities: 
(Expressed in United States dollars in thousands) 

Canada Kazakhstan Total 
Six months ended December 31, 1997 
Sales ay Moki susie career tae ee Ce eae $ iS Y/ SB 2. $ 93,929 
Royalty and production expense .............. 140 35,154 35,294 
Depletion 22.63 5.000 se cette ee eee eee 51 15,632 15,683 
Income: before taxa yn5.0 cn eee (34) 42,986 42,952 
INCOME tans sexe nrobcee cake Cece ec ae ee == (7,069) (7,069) 
Results of operations from producing activities . . . $ (34) SOY $ 35,883 
Year ended June 30, 1997 
Sales.) Sich ie Roster aie i gee on Ee $ 191 84,283 $ 84,474 
Royalty and production expense .............. 56 27,020 27,076 
Depletion. <.icicis k Sie oho ne ce eee Se 46 16,753 16,799 
Income before tax” fio 0 no eee 89 40,510 40,599 
Income taxs a larce eos ee RE eC — (9,610) (9,610) 
Results of operations from producing activities ... $ 89 30,900 $ 30,989 
Year ended June 30, 1996 
Sales es oases Gree Ran one eae $ 120 _ $ 120 
Royalty and production expense .............. 62 — 62 
Depletion Scena s\n sen cient el eee 63 _— 63 
incomes (loss)s Detorertax manne (5) = (5) 
Income tax recovery 452, eae ae ee 8 == 8 
Results of operations from producing activities .. . $ 6) = $ 3 


CORPORATE STRUCTURE 


The following chart shows the principal subsidiaries of Hurricane Hydrocarbons Ltd., their 
respective jurisdictions of incorporation and the percentage ownership Hurricane Hydrocarbons Ltd., 
has, directly or indirectly, in each. The Company conducts virtually all its operations through, and 


virtually all its assets are held, directly or indirectly, by Hurricane Kumkol Munai (HKM). 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 1% in trust for 
| Hurricane Kumkol Limited 
| 
| 
| 
\ 
| 
| 
| 
| 
| 


soe 


Hurricane Hydrocarbons Ltd. (Canada) — corporate head office, owns the other companies within the Hurricane family, raises funds for acquisitions and operations. 
Hurricane Overseas Limited (Cyprus) and Hurricane Kumkol Limited (Cyprus) — intermediate holding companies. 


Hurricane Overseas Services Inc. (Canada and Kazakhstan) — supplier of international goods and services for Hurricane’s Kazakhstani operations, hires and compensates 
expatriate employees. 


Hurricane Kumkol Munai OJSC (Kazakhstan) — responsible for Hurricane’s Kazakhstani operations; including the development and production of crude oil reserves, 
financial planning and accounting, and the training of Kazakhstani employees.The Company owns 100 per cent of the common voting shares of HKN\ which 
represent 89.5 per cent of the equity of the HKM. The balance of the voting shares of HKM consist of a single class of preferred stock owned by current and former 
employees of HKM. 


Hurricane Investments CISC (Kazakhstan) — recruits and compensates Kazakhstani employees, owns Hurricane’s office building in Almaty. 
KumkoFLUKoil CISC (Kazakhstan) — joint enterprise with LUKoil of Russia to develop the north half of the Kumkol field. 
Kazgermunai Joint Enterprise (Kazakhstan) — joint enterprise with RWE-DEA AG, EEG, and IFC to develop the Akshabulak, Nurali and Aksoi fields. 


Hurricane-Dostyk Joint Enterprise (Kazakhstan) — joint enterprise to complete the rail transshipment terminal at Druzhba on the Kazakhstan-China border. 
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JOHN J. KOMARNICKI 
Director, President and Chief Executive Officer 


We realize the immense potential of Kazakhstan’ abundant resource base and human expertise, and 
through investment and positive relationship building, we are committed to the development of both. 
We are successful because we investigate thoroughly, plan carefully, work hard and maintain a keen 
awareness of the cultural and social sensitivities of our employees and the people who live and work in 


the Kyzylorda region of Kazakhstan. 


John Komarnicki was appointed to the Board of Hurricane Hydrocarbons Ltd. as a director and 
Corporate Secretary in 1988, and became Hurricane’s President and Chief Executive Officer on 


July 1, 1989. He brings over 20 years of solid industry experience to the helm of Hurricane. 


Mr. Komarnicki graduated from the University of Toronto in 1973 with a Bachelor of Applied Science degree in 
Chemical Engineering. During his career, he held technical and managerial positions with Gulf Canada Ltd. and 
Gulf Canada Resources in Calgary. In 1980, he joined Aquitaine Company of Canada Ltd. (later Canterra Energy 
Ltd.) where he held various senior positions responsible for production engineering, joint interest operations, 


resource management and business development. 


Mr. Komarnicki is a member of the Association of Professional Engineers, Geologists and Geophysicists of 


Alberta, and a past president of the Canadian Gas Processors’ Association. 


BERNARD E ISAUTIER 


Director 


Flurricanes success is the product of vision, leadership and commitment. Its business philosophy and the 


dedication of its team ideally position Hurricane for spectacular growth well into the future. 


Bernard Isautier was appointed as a director of Hurricane on March 19, 1996. He has degrees in 
Mathematics and Physics from the Polytechnique School of Paris, an Engineering degree from 
the Mining School of Paris and a Masters in Business Administration from the Institute of 


Political Sciences in Paris. 


Mr. Isautier is currently the President and Chief Executive Officer of Chauvco Resources 
International Ltd. and a director of a number of companies including Lafarge SA, Archer Resources, Firan 
Corporation and Wilan Inc. He is also a director of, and in October 1997 was appointed Chairman of the Board 
of, Canadian Fracmaster Ltd., an oil field services company. From 1993 to 1995, he was President and Chief 
Executive Officer of Canadian Occidental Petroleum Ltd., and from 1990 to 1992, he was Chairman and Chief 


Executive Officer of Thomson Consumer Electronics Company, a French electronics company. 


Prior to 1990, Mr. Isautier served as President and Chief Executive Officer of Polysar Energy and Chemicals 
Corp. in Toronto, Canterra Energy Ltd. and Aquitaine of Canada in Calgary. Early in his career, Mr. Isautier 
served as an advisor to the French Minister of Energy and Industry and as an advisor on uranium development to 


the President of the Republic of Niger. 


Mr. Isautier is a citizen of Canada and France. 


THE HONOURABLE ROBERT P. KAPLAN, rc., Q.C., LLB. 


Director 


Kazakhstan is a frontier country. Its new openness to the market economy and to foreign 
investment make it a land of opportunity, where, for players who respect the nation and 
acknowledge its interests and capabilities, the sky is the limit. Hurricane is at the forefront because 


it understands and because its technology, know-how and entrepreneurship are a perfect fit. 


The Honourable Robert Kaplan was appointed as a director of Hurricane on April 39,1995. 


Mr. Kaplan holds a Bachelor of Arts with Honours degree in Sociology (Criminology) and a 
Bachelor of Laws degree from the University of Toronto, Ontario. After practicing law in 
Toronto, he served as a Federal Member of Parliament from 1968 until 1993 when he retired as one of the senior 
members of the House of Commons. During his term, he served in two Liberal Cabinets as the Solicitor General 
of Canada responsible for law enforcement and national security. He has chaired both the Commons Finance 
Committee and Justice Committee, and served as Energy Critic for the Official Opposition. He has represented 


Canada at the Law of the Seas Conference and at the United Nations General Assembly. 


Since retirement from political life, Mr. Kaplan has been active in the area of trade and project management 
between Canada and a number of countries in the former Soviet Union. In recognition for his work in 


Kazakhstan, he was appointed as the Honorary Consul General for Canada for the Republic of Kazakhstan. 


KEITH L. McCRAE 
Vice President Engineering and Facilities, 
President and Chief Executive Officer, Hurricane Kumkol Munai 


Hurricane Kumkol Munai is successful because we conduct our business within a bicultural 
framework aimed at developing win-win situations. We have not made the mistake of analyzing 
the apparent landscape through western eyes and processing the data using only western logic. We 


emphasize a partnering between Kazakhstani specialists and expatriate professionals, and the 


process Uu orks. 


Keith McCrae joined Hurricane in October 1996 as Vice President Engineering and Facilities, and was appointed 
President and Chief Executive Officer of Hurricane Kumkol Munai in March 1997. He lives in Kyzylorda, Kazakhstan. 


Mr. McCrae graduated from the University of Alberta in 1967 with a Bachelor of Science degree in Mechanical 
Engineering. After working briefly as a geophysical engineer, he focused on engineering and construction with a 
number of engineering and resource companies. In 1972, he joined Delta Projects, a company that designs and 
constructs oil and gas processing plants, as a project engineer and project manager on a several oil production and 
sour gas plant projects in Alberta. Mr. McCrae was stationed in London, England from 1978 to 1980 as the 


Managing Director of Delta International Inc. 


In 1980, he was involved with the Esso Cold Lake Project Team in Alberta until its cancellation in 1981 at which 
time he was appointed Vice President, Business Development for Delta Projects Inc. He became Vice President 
Marketing and Regional Development at Fluor Daniel Canada Inc. in 1990, and from 1993 until the time he 


joined Hurricane, Mr. McCrae served as the Executive Director of Sales for Fluor Daniel. 
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LOUIS W. MacEACHERN 


Director 


Hurricanes management team is uniquely positioned to foster continued growth by virtue of its 
performance, and well-established business and political relationships in this part of the world. 
Kazakhstan and other central Asian countries, including western China, offer rewarding investment 


opportuntties of which Hurricane is definitely a part. 


Louis MacEachern has been a director of Hurricane since 1989. He is the sole owner of Fortune 


Industries Ltd., which holds the majority shares in the Servpro/Dalco Group of companies 


specializing in construction, salvage and cleaning. 


Mr. MacEachern is a director of Resolution Energy Ltd., and active in a number of community and charitable 
associations. He is a director of the Canadian Cancer Society, Alberta and Northwest Territories division; the 
Duke of Edinburgh Awards which helps youths 16 to 24 years of age create positive futures; the Salvation Army, 
Alberta and Northwest Territories division; the Calgary Chamber of Commerce; and The Calgary Foundation. 


RICHARD P. NORRIS, ca 
Vice President Finance and Chief Financial Officer 


The unique opportunity we enjoy at Hurricane is to be able to generate superior returns for our 


shareholders and at the same time improve the quality of life for the people in the area where we operate. 


Richard Norris became Vice President Finance and Chief Executive Officer on October 1, 1996. 
He brings extensive knowledge of corporate finance, accounting, risk management and 


international tax regulations to the company. 


Prior to his current position, Mr. Norris was a financial consultant to Hurricane from January 1993 


to April 1994, when he was appointed Treasurer of Cameco Corporation, the world’s largest publicly 
traded uranium mining and refining company. While with Cameco, he was heavily involved in the financing and 


political risk insurance program for the Kumtor Gold Project in the central Asian Republic of Kyrgyzstan. 


Mr. Norris obtained his Chartered Accountant's designation in the United Kingdom in 1970, and in 1979, joined 
Aquitaine Company of Canada Ltd. in Calgary. In 1985, he was appointed Treasurer of Canterra Energy Ltd., 

a company with assets in excess of Cdn $2 billion at the time, and in 1988, he became Treasurer of Husky Oil 
Ltd. of Calgary. 
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GLENN G.H. VAN DOORNE 
Vice President Exploration and Development 


We have initiated an aggressive development plan which includes drilling at the South Kumkol 
field, and upon finalizing a new agreement with LUKoil, will see 50 wells drilled in Kumkol 


North during 1998. Such measures will ensure we meet our production goals for 1998. 


Glenn Van Doorne joined Hurricane as a consultant in 1991 and became involved in the 
Kazakhstani projects in 1992. He was appointed Vice President Exploration and 
Development on April 3, 1995. He is fluent in English, French, German and Dutch, and 


brings over 20 years of international industry experience to the company. 


Mr. Van Doorne graduated from the University of Brussels in 1972 with a Bachelor of Science degree in Geology 
and Mineralogy, followed by a Masters of Science from the University of Ghent, Belgium in 1975. Past positions 
include four years at the International Energy Agency in London, England, four years as an exploration geologist 
at Husky Oil Operations Ltd. in Calgary, and five years in development geology and reservoir engineering at 
Canterra Energy Ltd. in Calgary. He also spent three years as a consulting geologist with Intergraph Middle East 
Ltd. working on projects in Pakistan, Turkey, North Africa and the Middle East. 


WERNER J.M. WENZEL 


Director 


Hurricane was one of the first western energy companies to analyze Kazakhstan and to recognize 
a unique window of opportunity at the right time. Opportunities, which today, mirror the early 


pioneering days in Alberta, Oklahoma or Texas. 


Werner Wenzel has been a director of Hurricane since 1989 and was instrumental in 
establishing the contacts for Hurricane in Kazakhstan which led to the acquisition of 


Yuzhneftegaz, now renamed Hurricane Kumkol Munai. 


Mr. Wenzel is the President and Chief Executive Officer of Intcan Economic Development 
and Finance Associates Ltd., a technology development company established by him in 1975, and of Industrial 
Research & Management Ltd., a personal holding company established in 1960. He also serves as Senior 
Executive Advisor to Technoex Limited, a Bermuda company that has been providing services to Hurricane in 


Kazakhstan since 1996. 


In 1991, he established the Turan Petroleum Joint Enterprise in Kazakhstan and acted as its President and Chief 
Executive Officer until 1994, and then again from June 1995 to May 1996. Mr. Wenzel was also the President 
and Chief Executive Officer of Chancellor Energy Ltd., a publicly traded oil and gas company, and Wega-D 
Geophysical Ltd. From 1972 to 1975, he served as the Assistant Deputy Minister Economic Development and 


International Trade for the Government of Alberta. 
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FREDERICIGAs YOUGK 


Director, Vice President Administration and Corporate Secretary 


Hurricane is a company with the ability to make a difference in the quality of life for its employees in 
Kazakhstan and a solid contribution to that country, while at the same time, creating benefits for its 


local employees and committed shareholders. 


Pred Youck joined Hurricane as a director and Secretary-Treasurer in 1989. He was appointed 
Vice President Administration and Corporate Secretary on April 3, 1995. He brings to the 
Company extensive experience in the administration of public and private corporations, having 


orchestrated financings and consolidated mergers and acquisitions in excess of Cdn $242 million. 


He spent 19 years in the trust industry in Canada including 16 years with the Guaranty Trust Company of 
Canada, where he held the position of Assistant Manager of the Calgary branch, and senior Corporate Trust 
Officer for western Canada. While with Guaranty Trust, Mr. Youck was responsible for transfer agencies, 


registarships and trusteeships for a number of companies. 


He subsequently spent 12 years with Turbo Resources, a fully integrated oil and gas group, where he was an 


officer of 29 private and five public companies, many with international operations. 


THE REPUBLIC OF KAZAKHSTAN 


A resource rich country, Kazakhstan is located in central Asia. Its territory covers over 1.05 million square miles 
making Kazakhstan the ninth largest country in the world. Kazakhstan is approximately the same size as the four 


western Canadian provinces or four times the size of the state of Texas. 


On December 10, 1997, the Government officially moved the country’s capital city to Akmola from Almaty. 
Akmola, a city of 940,000 people, is located in north central Kazakhstan. Hurricane maintains offices in Akmola, 
Almaty (pop. 1.6 million) and Kyzylorda (pop. 160,000). The total population of Kazakhstan is approximately 


17 million. 


The President and Head of State is Nursultan Nazarbayev. Elected in 1991, President Nazarbayev’s term has 
been extended to 2000. Under his leadership, Kazakhstan's progress to a market economy has exceeded that of 
the other Commonwealth of Independent State countries (CIS). The Head of the Government is Prime Minister 


Nurlan Balgimbayev, the former president of the state-owned oil company, Kazakhoil. 


Kazkahstan is a country with a rich history. Being located in the center of Eurasia, Kazakhstan has long been the 
site of social, economic, cultural and ideological exchange between East and West. The famed Silk Road, passes 


through Kazakhstan, which continues to be a centre of economic activity. 


During 1997, foreign investment in Kazakhstan increased by 20 per cent. Leading the way was investment in 
Kazakhstan's oil industry which grew to US $627 million in 1997, up from US $450 million in 1996. The Gross 
Domestic Product was up 2.5 per cent to US $1500 per capita, the highest per capita rating among the CIS 
countries according to the World Bank, and inflation dropped to 12 per cent in 1997 from 28 per cent in 1996. 


STATEMENT OF CORPORATE GOVERNANCE PRACTICES 


The Toronto Stock Exchange Committee on Corporate Governance in Canada has issued a series of 
guidelines for effective corporate governance — the TSE Report. The guidelines address matters such as the 
constitution and independence of corporate boards, the functions to be performed by boards and their 
committees, and the effectiveness and education of board members. To implement these guidelines, the 
TSE Report contains a recommendation to The Toronto Stock Exchange (TSE) that the TSE adopt, as a 
listing requirement, the disclosure by each of its listed corporations as to their approach to corporate 
governance with reference to the proposed guidelines. The TSE has adopted this recommendation. The 
Report’s proposed guidelines are not mandatory as it is recognized that the unique characteristics of 
individual corporations will result in varying degrees of compliance with such guidelines. The TSE 
Report’s requirement of disclosure provides that corporations must indicate where the guidelines have not 


been adopted with a brief explanation of why. 


The TSE Report pays a great deal of attention to the make-up and independence of corporate boards. A 
related director, according to the TSE Report, is a director who is free from any interest and any business 
or other relationship which could, or could reasonably be perceived to, materially interfere with the 
director’s ability to act in the best interests of the corporation, other than interests arising from 
shareholding. In defining an unrelated director, the TSE Report places emphasis on the ability of a director 
to exercise objective judgement, independent of management. The Report also make an informal 
distinction between inside and outside directors. An inside director is a director who is an officer or 


employee of the corporation or any of its affiliates. 


Hurricane’s Board of Directors and senior management consider good corporate governance to be central 
to the effective and efficient operation of the Company. The Company has a Corporate Governance 
Committee of its Board of Directors which has the general mandate of analyzing the TSE Report and 
proposed guidelines in a manner appropriate for the Company, and monitoring all on-going aspects of 
corporate governance. In some instances, as described below, certain aspects of the TSE Report’s guidelines 


are inappropriate given the current structure of the Company: 


a) the Company is completing the absorption of a significant acquisition in Kazakhstan and is focusing 


on establishing a strong organization to fully develop and enhance its assets; 


(b) every effort is made by management and the Board of Directors to operate the Company on an 


efficient and cost-effective basis for the development of assets; and 


(c) the Company, in its present stage of development, relies heavily on the entrepreneurial and strong 


leadership abilities of its President and Chief Executive Officer. 


The following analysis uses definitions contained in the TSE Report and is numbered in response to the 


specific proposed guidelines. 
1. The Board has implicitly and explicitly acknowledged its responsibility for the stewardship of the 
Company. 


a) The Board participates in the strategic planning process for the Company and will continue to 


review and advise management in formulating the short and long term objectives of the Company. 
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b) The Board has considered the principal risks of the Company and will continue to assess and 


review the on-going management of such risks. 


c) The Company is still completing its transition to owner-operator of its acquisition in Kazakhstan 

and has not developed a formal succession plan. The Board takes ultimate responsibility for the 
,, © . > ° . > . 

appointment and monitoring of the Company's senior management. It is the Company’s policy to 
seek to attract management personnel whose prior experience has well trained them for their 
responsibilities within the Company. The Board encourages senior management to participate in 
appropriate professional and personal development activities, courses and programs, and supports 
management's commitment to the training and development of all permanent employees. The 


Compensation Committee assists the Board in monitoring the performance of senior management. 


d) The Board, in conjunction with management, continues to review the methods by which the 


Company communicates with its shareholders, regulatory bodies and the public. 


e) The Board, directly through the Audit Committee, and through the external auditors, assesses the 


integrity of the Company’s internal control and management information systems. 


The Board is comprised of six members of which three are members of management. As members of 
management, John J. Komarnicki, Werner J. M. Wenzel and Frederick A. Youck are considered as 
"related” directors. Werner J. M. Wenzel, a director of the Company since 1989, was appointed head 
of the Yuzhneftegaz Transition Team and is presently working in Kazakhstan. In the opinion of the 
Board, the remaining three incumbent directors are “unrelated”. The Corporate Governance 
Committee is committed to adding further unrelated and outside directors in the future. The 


Company does not have a significant shareholder as defined by the TSE Report’s guidelines. 


Currently, three of the six members of the Board are “outside” directors. No directors are related to 


each other or are subject to special voting arrangements. 


Currently, the full Board performs the functions of the Nomination Committee of the Company with 
responsibility for the appointment and assessment of directors. The Board believes that this is a 
practical approach at this stage in the Company's development. At such time as the Board is further 
expanded, the Corporate Governance Committee will consider proposing a formal Nomination 


Committee composed of non-management directors, a majority of whom are unrelated. 


The Board created a Corporate Governance Committee composed of three members, the President 
and Chief Executive Officer and two outside directors, being Bernard FE. Isautier and Robert P. Kaplan, 
as chairman of the Committee. The Corporate Governance Committee has the responsibility of assessing 
the effectiveness of the Board as a whole, the committees of the Board and the contribution of 
individual directors. The Corporate Governance Committee reports to the full Board and will 


consider having more outside and unrelated directors as more directors are added to the Board. 


10. 
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The Company currently has an informal process of orientation for new members of the Board. The 


Corporate Governance Committee is reviewing the process. 


The Board is currently considering expanding the number of members, but generally adopts the 


philosophy of governance via a small but effective Board. 


The Board has a Compensation Committee with a mandate of reviewing the adequacy and form of 


compensation of directors and officers. 


The composition of the Corporate Governance Committee is discussed above. The Audit Committee 
is comprised of two outside and unrelated directors and one management director. This structure is 
in compliance with applicable corporate and securities laws and guidelines. The Compensation 


Committee is comprised of all outside and unrelated directors. 
The Corporate Governance Committee is discussed in item 5 above. 


The Company has not developed position descriptions for the Board or Chief Executive Officer. The 


Corporate Governance Committee is planning to develop position descriptions for the Board and the 


Chief Executive Officer. 


The Board has functioned, and is of the view that it can continue to function, independently of 
management as required. The Board has not taken steps to appoint a chair of the Board due to the 
constitution and make-up of the Board and the size of the Company. The President and Chief 
Executive Officer functions as unofficial chairman of Board meetings. The Board has not moved to 


appoint a chair of the Board who is other than the CEO for two main reasons: 


a) the Company’s business, the constitution and make-up of the Board, and the personality and 


background of the incumbent CEO make it appropriate that the CEO chair the Board; 


b) the role of the chair in setting the Board agenda and ensuring that adequate and proper 
information is made available to the Board, a critical element for effective corporate governance, 


is best filled by one who has intimate knowledge of the Company and its operations. 


The Board has an Audit Committee. Composition of the Audit Committee is discussed in item 9 
above. The roles and responsibilities of the Audit Committee include responsibility for overseeing 
management's reporting on internal control. The Audit Committee has direct communication 


channels with the external auditors. The Company has no formal internal audit process. 


The Company allows any member of the Board to engage an outside advisor at the expense of the 


Company in appropriate circumstances. 
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FUTURE ORIENTED FINANCIAL INFORMATION 


Hurricane is reporting its financial results for the six month fiscal period ended December 31, 1997. Previously, Hurricane 
reported on the basis of a June 30 year end. In order to compare the results for the calendar year with the forecast issued 
previously, the results for the six months ended June 30, 1997 compiled from the previously issued unaudited quarterly reports, 


have been added to the results for the six month period ended December 31, 1997. 


(Expressed in United States dollars in thousands) 


Calendar Year Ended 


July 1 to January | to December 31, 1997 Forecast 
December 31, 1997 June 30, 1997 Minus 
(Unaudited) (Unaudited) Forecast Actual Results 
Revenue 
@Oilisalesty ea he ee cee eee en eee $993,907, $72,983 $ 166,890 $ 172,021 $ Spilsil 
Interest ae ee eee 897 Si 1,454 627 (827) 
94,804 73,540 168,344 172,648 4,304 
Expenses 
ARGIIGHORN 5 5nc000cceco00acer 28,444 17,780 46,224 45,219 (1,005) 
Royaleses'. 224 See een 6,850 3,462 10,312 10,059 (253) 
General & administrative ....... 133729) 14,136 27,865 27595) (510) 
Tetérest'oa,4.4 oa Ot eee 6,903 2,645 9,548 9,643 95 
Depreciation & depletion ....... yeas) 14,281 30,214 30,924 710 
Foreign exchange (gain) loss ..... 32 (65) (33) (97) (64) 
71,891 Se) 124,130 123,103 (1,027) 
Incomer:betoreltaxamen tn teers DOr, 21,301 44,214 49,545 Spotl 
InNGONOVESE casacaaccoevasoacec 7,069 9,367 16,436 18,877 2,441 
INGumiatstolanoe om-gao 6d eects 6 Oe 8 $ 15,844 $ 11,934 $ PAKS) $ 30,668 $ 2,890 


The comparison shows that sales for the calendar year 1997 were $5.1 million less than forecasted. This difference results primarily 
from the fact that production during the last quarter was halted for a period of ten days to allow for modifications to be made to 
the Company’s central oil processing facility. These modifications were necessary to increase the capacity of the facility in 
anticipation of production increases in the near future. As a result of this shut down, production was approximately 500,000 barrels 
below forecast. Interest income was higher than forecast by $0.8 million and total expenses were $1.0 million higher than forecast 
as a result of slightly higher production expenses. The income before tax was lower than forecast by $5.3 million. This was partly 


offset by a $2.4 million lower charge for income tax resulting in a net income which was lower than forecast by $2.9 million. 
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Alberta Stock Exchange 
The Toronto Stock Exchange 
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Nasdaq 

Trading Symbol - HHLAF 


CONVERSION AND EQUIVALENCY TABLES 


Multiply by 
Miles to Kilometres Snsere en. ct co cece cena een 0.621 1 square km = .386 square miles 
US Barrels to Metric Tonnes for 40° API crude......... 0.131 1 square km = 247 acres 
Acres to Hectares: saa.cteen cst sce cee same coats 2.47) 1 square mile = 640 acres 
Feet to. Molrosee as orange tan conten 3.281 1] square mile = 259 hectares 


(dn $1.4291 to the US $1.00 as at December 31, 1997 
Tenge 75.55 to the US $1.00 as at December 31, 1997 
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